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MISREPRESENTATIONS IN THE ADVERTISING OF 
PROPERTIES 


WEDNESDAY, JULY 16, 1958 


Unirep States SENATE, 
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 


The subcommittee met at 10: 30 a. m., pursuant to Senate Resolution 
223, agreed to January 29, 1958, in room 357, Senate Office Building, 
Hon. Henry M. Jackson, acting chairman, presiding. 

Members of the subcommittee present: Senators Henry M. Jackson, 
Democrat, Washington; Karl E. Mundt, Republican, South Dakota; 
Carl T. Curtis, Republican, Nebraska. 

Also present: Donald F. O’Donnell, acting chief counsel, James N. 
Juliana, chief counsel to the minority, Thomas G. Egan, assistant 
counsel, Mrs. Margaret W. Duckett, acting chief clerk. 

(Committee members present in the hearing room: Senator Jackson 
and Senator Mundt.) 

Senator Jackson. The subcommittee will come to order. 

First of all, I would like to include in the record at this point a letter 
from the chairman of the full committee designating me as acting 
chairman for the purpose of conducting hearings on Senate bill 3889. 

(The letter referred to follows :) 

JUNE 24, 1958. 
Hon. Henry M. JAcKSON, 
United States Senate, Washington, D. C. 


DEAR SENATOR JACKSON: You are hereby designated acting chairman of the 
Senate Permanent Subcommittee on Investigations for hearings on 8. 3889 which 
was introduced in the Senate by Senator Karl E. Mundt on May 22, 1958. This 
bill makes it a crime for false and fraudulent misrepresentations in advance fee 
operations in connection with real estate. 

I am forwarding a copy of this letter to other members of the subcommittee so 
that they will be advised. 

Sincerely yours, 
JOHN L. McCLELLAN, Chairman. 

Senator Jackson. On May 22, 1958, Senator Karl E. Mundt intro- 
duced S. 3889, cosponsored by Senator John L. McClellan, which makes 
it a criminal offense to induce a person by fraudulent oral misrepre- 
sentation to enter into a contract in connection with the advertising of 
his business opportunities or real estate for sale in interstate commerce. 

These hearings are being held in connection with this bill. 

In the spring of this year, it came to the attention of the Senate 
Permanent Subcommittee on Investigations that approximately 70 
so-called advance-fee firms were engaged in an apparent business prop- 
erty sales promotional scheme. 

1 
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Basically, the firms contract with businesses to advertise the latter 
ona national scale. The salesmen for these firms make use of all types 
of oral deception and fraud and, through inferences and innuendo, are 
able to convince the victim that his business will be sold in a very short 
period of time at an inflated price. 

They also employ various types of imaginative sales gimmicks, such 
as flashy catalogs, fancily engraved performance bonds, and impressive 
credentials. 

If the victim hears from the firm at all, it is generally to notify him 
of one or two classified ads in newspapers or a mere listing in a catalog 
put out by the company. 

Reportedly, sales resulting from the advertising are practically nil. 
A close examination of the contract reveals that the company does 
meet the letter requirements of the contract. 

However, the oral misrepresentations of the salesmen, upon which 
the businessman relies, and the wording of the contract are not in the 
least related. 

The Federal Trade Commission is responsible for preventing false 
and misleading advertising in interstate commerce. It is spending 
much time and money in its efforts to combat the advance fee con game. 
It has issued cease and desist orders against a number of these firms. 
However, in many cases, when a firm terminates, a number of the sales- 
men for the defunct firm will then go into business for themselves as 
only a nominal sum of money is needed to get started. This has a 
mushrooming effect. 

We will place S. 3889 in the record. 


(S. 3889 follows :) 
{S. 3889, 85th Cong., 2d sess.] 


A BILL To amend chapter 47 of title 18 of the United States Code to prohibit the receipt 
of fees in connection with the execution of contracts for the rendition of certain services 
connected with the sale of real property in interstate or foreign commerce which have 
been induced by fraudulent misrepresentations, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) chapter 47 of title 18 of the United 
States Code (entitled “Fraud and False Statements”) is amended by adding at the 
end thereof the following new section: 


“$1027. False representations incident to certain sales 


“(a) Whoever, being a person engaged or purporting to be engaged, on his own 
account or for or on behalf of any other person, in the business of obtaining list- 
ings, selling advertising, or rendering any other service incident to the sale of 
property to purchasers residing in any State other than the State in which such 
| roperty is situated or in any foreign country— 

“(1) for the purpose of inducing the owner of any interest in real property 
to enter into any contract authorizing such person to render any such service 
incident to the sale of such interest, makes or procures the making of any 
oral or written false representation to such owner with respect to the nature 
or extent of the services to be rendered by any such person under such con- 
tract, with knowledge that such representation is false or misleading, 
or with intent to deceive or defraud such owner ; 

(2) executes, for himself or for or on behalf of any other person, a con- 
tract under which any such person is authorized by the owner of such interest 
to render any such service incident to the sale of such interest ; and 

“(3) receives, for himself or for or on behalf of any other person, from such 
owner for or in connection with the execution of such contract, any money or 
other thing of value, 

shall be fined not more than $5,000, or imprisoned not more than five years, or 
both. 
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“(b) As used in this section— 

“(1) The term ‘State’ means any State of Territory of the United States, 
the District of Columbia, the Panama Canal Zone, or the Commonwealth of 
Puerto Rico. 

“(2) The term ‘person’ means any individual, partnership, corporation, 
association, or other legal entity.” 

(b) The analysis of such chapter is amended by adding at the end thereof the 
following new item: 

“1027. False representations incident to certain sales.” 

Senator Mundt, the author of the bill, may like to say a word. 

Senator Munpr. It emphasizes at the very start that neither the 
authors of the bill nor this committee seek in any way to curb or 
curtail legitimate advertising and legitimate sales, but we do feel 
that new legislation is needed to give the Federal Trade Commission 
adequate authority to move against these people who go out and use 
illegitimate and shady methods to deceive people. 

Senator Jackson. As I understand it, there are two problems in 
connection with it. The Federal Trade Commission, even if it pro- 
vides for cease-and-desist orders, is in a difficult position because the 
firm it moves against goes out of business and sets up another opera- 
tion. 

Secondly, there are no criminal penalties, but in your bill they are 
definitely provided for and make for a real deterrent. 

Senator Munpr. That is correct. 

Senator Jackson. The first witness this morning is Mr. John Brook- 
field, trial attorney for the Federal Trade Commission. 

The usual procedure here, Mr. Brookfield, is for all witnesses to be 
sworn. 

Do you solemnly swear that the testimony you are about to give be- 
fore the subcommittee shall be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Brooxrietp. I do. 

Senator Jackson. You may be seated. 

Mr. Brooxrtetp. Mr. Chairman, may Mr. Elkins be seated here? 

Senator Jackson. Certainly. 

You so swear also in case you testify ? 

Mr. Exxins. I do. 

Mr. Brooxrtetp. May I make a short statement ? 

Senator Jackson. Yes; you may be seated. State your name, who 
you are representing, and proceed with your statement. 


TESTIMONY OF JOHN W. BROOKFIELD, ACCOMPANIED BY 
EMERSON K. ELKINS 


Mr. BrookrieLp. My name is John W. Brookfield. I am trial attor- 
ney with the Federal Trade Commission for the last 19 years. 

I have been handling these real-estate advance fee cases for the past 
3 years, since 1956 when the first complaint was issued. I mean I 
wrote the complaint. 

This is what I want to emphasize. The information which I shall 

ive you today is based primarily on the records of the Federal Trade 

Cesarean and investigation reports and not my own personal knowl- 
edge as the only witnesses I have talked to have been the some 40 
witnesses I have talked to in connection with a case which is now 
pending before the Commission. 
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Senator Jackson. You are basing it on the records and files of the 
Commission ? 

Mr. Brooxrietp. The records and files of the Commission and let- 
ters and questionnaires thta have been sent and complaints. 

Senator Jackson. You state what the problem is. You are not 
here to testify whether it is false or what it is, but the point is that 
the situation does exist. 

Mr. Brooxriexp. The situation undoubtedly exists, sir. 

From the 40 witnesses, the 40 people, victims you may call them, 
that I have either heard testify or have spoken to, interviewed in 
connection with the case which I am trying, I think you will find 
that most of the statements in Senator Mundt’s statement will be 
well based on thefacts. 

Senator Jackson. I want to say, too, that after I announced these 
hearings I received, I do not know how many letters from my home 
State and throughout the country, raising these same objections, let- 
ters from realty companies, chambers of commerce, people who have 
some standing in the community, all making complaints on the im- 
proper practices that are going on at the present time. 

At least there is a problem that we want to look into very carefully. 

You may proceed. 

You identify your assistant for the record. 

Mr. Brooxrretp. This is Mr. Elkins. 

Mr. Exxtns. Emerson K. Elkins, is my name, attorney, General 
Counsel’s staff of the FTC. I don’t insist I hold his hand, but just 
wipe his fevered brow if it gets to that point. 

enator Jackson. This is not an investigation of the Federal Trade 
Commission. 

You may go ahead. 

Mr. Brooxrtetp. The Federal Trade Commission first became in- 
terested in this problem around the early part of 1955 when we had 
a number of complaints from various complainants, primarily small- 
business men, little operators of grocery stores, that type of small 
men, and particularly farmers and ranchers. 

I might say that the people who are being, you might say, taken, 
are primarily people who are in rural areas and there are quite a num- 
ber, of course, in town, but most of the people who have written to 
the Commission are farmers and ranchers, North and South Dakota 
particularly seems to be a rich operating field; Washington, Califor- 
nia, and the Midwest States. 

Senator Munor. That is because that rich agricultural land at- 
tracts people to move in. 

Senator Jackson. Is that in the Black Hills? 

Senator Munpr. It is close to the Black Hills. 

Mr. Brooxrietp. The Commission has taken jurisdiction in this 
matter because the advertising contracts are all transmitted in in- 
terstate commerce from the salesmen to his home office. 

We have long been operating, had jurisdiction according to the 
courts, in this question where there is intercourse of a commercial 
nature. 

We have the advertising in telephone directories. I don’t think 
there is any question of jurisdiction of the Commission. 
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So far none of the cases which have been before the Commission 
have raised any question of jurisdiction. 

Mr. O’DonnELL. How many firms have the FTC put out of business 
on the basis of cease-and-desist orders ? 

Mr. Brooxrietp. At the present time we have cease-and-desist orders 
against 5 firms. We have issued complaints against 10 at the present 
time. We have approximately 20 in various stages of investigation. 

Mr. O’DonneLL. Now, these five firms against whom cease-and- 
desist orders have been issued, have they been contested in any way? 

Mr. Brooxrteip. No; they have all entered consent agreements to 
discontinue. 

Mr. O’Donnetu. On those five firms, what happened as a result? 
Was it a consent decree by them to cease business ? 

Mr. Brooxrrexp. Yes. 

Mr. O’Donnetu. As a result of their going out of business did new 
businesses come into existence by individuals associated with these 
five firms? 

Mr. Brooxrtetp. In some instances; yes. Not the individuals who 
were named in the complaint, but their employees and associates who 
were not named in the complaint, because maybe at the time we issued 
the complaints there was no reason to name them, they did not appear 
to be corporate officers or things like that. 

None of these salesmen—for instance, in connection with one case 
which I have not an order against at the present time, but I am in- 
formed by our investigator, out of 24 of these advance fee companies 
operating in Chicago, the employees of 22 or the officers of 22 were 
all former officers and associates of this 1 pioneer company. 

Mr. O’DonneEti. Against whom you have put out a cease-and-desist 
order ? 

Mr. Brooxrtetp. We have not put out a cease-and-desist order 
against them yet. 

Mr. O’DonneE tt. It was a pioneer company ? 

Mr. Brooxrrevp. It was a pioneer company. They have changed 
so much that we have just completed the investigation. Their per- 
sonnel changes so fast. That is one of the necessities. 

Mr. O’Donne tu. Isn’t it like a mushrooming effect ? 

In other words, you put out one firm. As a result of that 1 firm 
going out of business 4 or 5 might come into existence ? 

Mr. Brooxrtetp. Yes. 

Mr. O’DonneELL. How much money would you say was necessary to 
get into this type of business? 

Mr. Brooxrtetp. It would depend on the type. Let me say to start 
with that there are two particular operations. One is where the com- 
pany puts out a big bulletin, such as the National Business and Prop- 
erty Exchange puts out, and similar bulletin now being put out by 
Universal and some of the rest of them, don’t have anything, but have 
a half dozen contract forms so that you can go into this business and 
make money with between $500 and $1,500, just a small amount. 

In that way you are doing it on your own hook. 

On the other hand, you can have a tremendous investment. 

Mr. O’DonneEtt. Can you name the firms against whom cease-and- 
desist orders were put out by the FPC ? 
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Mr. Brooxrrerp. Yes, sir. National Business and Property Ex- 
change, which was the first case which was brought to our attention. 
That was in California. 

The complaint was issued in March 

Senator Munpr. Tell us quickly what the particular offense was— 
how they operated improperly ? 

Mr. Brooxrrevp. That particular company, Senator, published a 
large brochure of advertising, advertising brochure—I brought one 
with me today—and actually they published one or more advertise- 
ments in that brochure. 

However, the salesmen represented that they would sell mayest 
That has been the big thing, that the salesmen say in effect, “We 
guarantee to sell your property in 60 days, or 90 days,” or “We have 
a buyer in California,” particularly on the west coast, Washington, 
too. 

The gimmick is that “All this eastern money wants to go west and we 
have eastern buyers that are looking for property.” 

In the Midwest, “We have city people who want to come out and 
ay this farm and ranch.” 

hat is the representation. 

If you will let me, I have a list of 32 representations that have been 
made by the various salesmen. 

Mr. O’Donnett. Why don’t a put them in at the present time? 

Senator Jackson. They will be included in the record at this point. 
You may go ahead and read them into the record. 

(The information requested is as follows :) 


(1) Purchaser’s property will be listed in the firm’s brochure or magazine 
which is distributed throughout the United States and circulated among the 
majority of real-estate brokers in the United States. 

(2) Firms maintain confidential report of buyers falsely representing a list 
of ready buyers. 

(3) Have on hand handpicked qualified buyers. 

(4) Purchasers for property are immediately available. 

(5) Represents that they have buyers who are interested in the purchase of 
the specific property or have definite assignments to find property in victims’ 
locality. 

(6) Advertises nationally in magazines, newspapers, and over the radio and TV. 

(7) They are affiliated with large numbers of real-estate brokers throughout 
the United States. 

(8) Real-estate brokers make use of the advance fee operators’ magazine in 
order to obtain sales. 

(9) Nonexclusive open listing of the property will be made with 2,000 licensed 
brokers and 5,000 salesmen. 

(10) The victims ask too low a price and the selling price should be raised. 

(11) The property would be sold before the advertising price becomes due. 

(12) Will sell within a definite period of time. 

(13) If the property is not sold, the fee will be returned. 

(14) Represents they are able to provide financial assistance required to con- 
summate the sale of the property or make their money financing. 

(15) Represents that the customer will not be charged for the advertising 
service. 

(16) Selling property through the advertising listing will avoid a broker’s 
commission. 

(17) If no sale, there will be no charge for advertising. 

(18) Governors and other influential people are connected with the advance 
fee operators. 

(19) Contacts purchasers by using printed forms, long distance telephone 
calls, and personal meetings. 

(20) Guarantees the sale of the property. 
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(21) Represents that a “guanarty service bond” protects the seller. 

(22) Distributes a booklet entitled “How To Sell Your Business and Beat the 
Con-Man.” 

(23) Uses post cards, circulars, contract forms, and other written instrumen- 
talities and oral statements for the purpose of obtaining listings of property for 
sale. 

(24) Uses letterheads indicating that the concern is international in scope. 

(25) People who have had listings with the company sold their property in a 
short period of time. 

(26) Advertising services in most instances have resulted in the sale of listed 


property. 

(27) Representatives are bonded. (Secrecy involved.) 

(28) Will furnish qualified, experienced, and expert appraisers to evaluate the 
listed property. 

(29) Contract given to victim doesn’t contain refund exceptions. 

(30) Represent that the victim has been specially selected because his property 
has been checked and found to be within the scope of their basic requirements, 
they contact only a limited number of businessmen in selected categories. 

31. Buyers are screened to eliminate curiosity seekers. 

(32) That the fee paid is a deposit to insure that the owner is willing to sell or 
to insure availability to prospective buyer. 

Mr. Brooxrretp. May I read them into the record? 

Senator Jackson. Yes. 

Mr. Brooxrietp. The first is that the business property will be 
listed in the firm’s brochure magazine which is distributed throughout 
the United States and circulated among the majority of the real- 
estate brokers in the United States. 

Senator Munpr. On that point, they are proper about making that 
promise, if they do it. 

Mr. Brooxrteip. They don’t do it, though. I have personally 
contacted 

Senator Munpr. You mean they get out a big book like this and 
circulate it ? 

Mr. Brooxrievp. They circulate it to an extent. But not to a ma- 
jority of the brokers. Not 2,000 brokers, something like that. 

Also, of course, they say these brokers are associated with them 
that “We will use this book to sell their property,” whereas I have 
been in personal contact with only five brokers, but none of these 
brokers have ever used these books. Most of them don’t know how the 
names are listed in that book. 

The second, firms maintain confidential reports of buyers, falsely 
represent they have a list of ready buyers. They have on hand hand- 
picked, qualified buyers, or purchasers for the property are immedi- 
ately available. 

And that they have buyers who are interested in the purchase of the 
specific property or have a definite, in some cases they say, “We have 
a definite assignment to find property in your locality.” 

Almost all of these people represent that they will advertise na- 
tionally in magazines, newspapers, the radio, and TV, whereas the 
national advertising in many instances consists of two lines in the 
want-ad section of perhaps one of the big papers which has a large 
circulation. 

They say, “We have just advertised.” 

I have here in that connection full-page advertisements of one of 
these companies which was in the Chicago paper. It was full-page 
advertising, but each advertisement was two lines of each individual 
property. 
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Mr. O’DonneELL. Do they actually have a list of buyers that they 
stipulate they have? 

Mr. Brooxrtetp. Their list of buyers consists—some of them in 
these brochures such as the one I have shown you gentleman will have 
a card saying, “If you are interested, send in a card.” 

They are not lists of buyers. Most of them are curiosity seekers 
or people who want to get free magazines. They run little ads in 
the national papers, like Time and Wall Street Journal, saying “Send 
for this free booklet of farms.” 

Any number of people I have talked to as well as people I have 
received letters from, have written to sometimes as many as 100 of 
these so-called selected buyers and either have received no answer 
at all or usually receive no answer at all. 

One woman wrote us she had sent out a hundred questionnaires to 
these people whose names had been furnished as being interested. 
She had received two answers. One of them said they wanted to buy 
a farm, that was a ranch in Washington, wanted to buy a farm with- 
out any money. 

The other one said he might at one time have been interested, but 
he was not any more. 

I have questionnaires and complaint letters and interviews with 
some thousand people and I have yet to find the sale of this property 
as a result of any of this so-called advertising. 

Mr. O’Donneti. Why don’t you continue with the false repre- 
sentations that have been made. 

Mr. Brooxrrerp. All right, sir. 

They are affiliated with large numbers of real estate brokers 
throughout the United States. 

Mr. O’Donnetu. These are all representations that are not true; 
is that right ? 

Mr. Brooxrieip. That are made by the salesmen and to a large ex- 
tent are not true. 

Senator Jackson. They are not in the written brochure, but you 
are now referring in large part to oral representations ? 

Mr. Brooxrieip. To oral representations that are made to sell 
these contracts. 

Senator Jackson. Will the contracts themselves, for the most part, 
be accurate—I mean the representations in the written contract, can 
they be substantiated ? 

Mr. Brooxrie.p. Well, the written contract provides that certain 
things will be done, but it does not say exactly how they will be done. 

In effect, the contracts are, let us say, technically lived up to. 

Senator Jackson. But the means by which they obtain signatures 
on the contracts and sell their services is in connection with the oral 
representation, for the most part. 

Mr. Brooxrretp. Yes. That is the big thing, Senator, these repre- 
sentations that are made to secure a perfectly legal contract. That is 
the unfortunate part, the courts look at the contract and say, well, 
he did advertise, did he not, and then they issue a judgment, the court 
refuses to return the money. 

They represent that real-estate brokers make use of the advance fee 
operators’ magazines in order to obtain sales. 
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Another one is that a nonexclusive open list of the property will 
be made with 2,000 licensed brokers and 5,000 salesmen. 

This is one of the favorite ones—the victims ask too low a price 
and the salesman suggests the selling price should be raised. 

(At this point Senator Mundt retired from the hearing room.) 

Mr. O’Donnetu. Do they do that in every case? ‘The salesman 
increases the value of the property ? 

Mr. Brooxrietp. Not in every case, but I would say it is very, very 
prevalent; 2 out of 3. 

In most of these companies the amount of fee depends on the so- 
called commission. If they increase the price that also automatically 
increases the fee they attempt to collect. 

Of course, also, if you tell a man who thinks his property is worth 
$15,000, that you can get $20,000 for it, that is a big selling point. 

This one is particularly true in connection with where they just 
signed a contract and don’t collect any money in advance, that the 
property will be sold before the advertising fees become due and 
that they will sell within a definite period of time. 

This, of course, is usually the clincher. If the property is not sold, 
the fee will be returned. That has sold more of these contracts than 
everything else put together because the man figures he has nothing 
to lose. 

Mr. O’DonneE Lt. Is the money returned ? 

Mr. Brooxrietp. Very seldom. So far none of the people—I think 
I have seen two cases where the money was actually returned out of 
some thousand complaints. 

Another very effective gimmick is what they represent that they are 
able to provide financial assistance required to consummate the sale of 
their property. 

In some instances the salesman tells the victim that the company 
makes their money out of financing these sales, that they will find a 
buyer and also finance it. 

Another one, of course, is that it represents that the customer will 
not be charged for the advertising service and that selling property 
through the advertised listing will avoid brokerage commission. 

If there is no sale, there will be no charge for advertising. 

Some of these brochures that are put out, such as the one we have 
for you, has a letter from the Governor of the State in the front of 
it, which if you read it real closely, does not endorse the activity, but 
is just a State promotional scheme. But when they show the picture 
of the Governor of the State to this resident, why, he says, “This must 
be a good company, or the Governor would not have his picture in 
the front.” 

Contact with these people is made by using printed forms, long 
distance telephone calls and personal meetings. 

In these long distance telephone calls they say, “We have a sale for 
your property,” or “Will you sell your property? Mr. So and So is 
sitting in my office right now and wants to buy the property,” then 
they send a man out to get the contract. 

That is the last time that the seller hears of Mr. So and So. 

They guarantee the property. Then they say the guaranty service 
bonds protect the seller. 
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One of the best ones is that they distribute a booklet entitled “How 
To Sell Your Business and Beat the ‘Con’ Man,” which applies to 
other companies. 

Senator Jackson. Who is the firm that put that out and what were 
they engaged in? Was that published by Business Co-op, Inc. ? 

Mr. Brooxrietp. Yes; that is one of those we have an order against. 

Senator Jackson. In other words, the company that you have an 
order against to cease and desist had a brochure out on how to deal 
with the very people that they were ferpaining against ? 

Mr. Brooxrietp. Another company, right after the commission 
issued these cease-and-desist orders had a story in the front of their 
magazine about the commission was going to proceed against the 
illegitimate advertisers and so forth, one of the companies we have a 
a against, but no order, as yet. 

r. O’DonneELL. Getting into How To Sell Your Business, which is 
published by Business Co-op, Inc., which was put out of business by 
- cease-and-desist order, will you take it up, please, if you have one 
there ¢ 

Mr. Brooxrtetp. I have it. 

Mr. O’Donnett. The first page spells out the operation of “The 
‘Con’ Men.” 

There is another caption, “History of the ‘Advance Fee’ Boys.” 

Another caption, “How They Operate.” 

Another caption, “History of Sales.” 

Another caption, “What Had Developed.” 

Another caption, “How To Recognize ‘Con.’ 

Another caption, “Owners, Be on Your Guard Against Any Sales- 
man Who—.” 

Another caption, “How To Sell Your Business.” 

Another caption, “The Price Must Be Established.” 

Another caption, “How To Locate Prospective Buyers.” 

Another caption, “How To Screen and Qualify Buyers.” 

Another caption, “How To Close the Deal.” 

Another caption, “How Business Co-op, Inc., Can Help You.” 

And, finally, the caption, “Business Co-op Buyer Files.” 

Is that the book you have in front of you? 

Mr. Brooxrievp. Yes; it pretty well sets out the thing that the par- 
ticular respondent was doing. 

Senator Jackson. What was the name of this company you were 
moving against ? 

Mr. Brooxrretp. We have an order against this company. 

Senator Jackson. I thought maybe they operated under another 
name. If they had trouble with one client, they would follow up with 
this kind of brochure and hit him again. 

Mr. Brooxriexp. This field is so comprehensive I don’t think the 
same one ever gets two bites at the cherry, although it is surprising to 
find that the same victim will be taken by anywhere from 3 to 5 of 
these companies because each one of them tells him that the other com- 
pany is no good, that he is honest, not like the other company. 

That is one of the favorite sales talks. 

We have had any number of complaints from people who have been 
taken by 1 to 3 or 4, in 1 case 5, companies. 


” 
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Mr. O’DonnELL. Going back to that booklet again, on page 2, under 
caption “History of Sales,” it says: 

To the best of our knowledge, and we have been very thorough in our investiga- 
tions, an average of less than 1 business has been sold for each 1,000 fees obtained 
within the past 10 years. 

Is that statement that I read accurate? 

Mr. BrooxkrieLp. You mean whether I think it is accurate, sir? 

Mr. O’DonneE.v. No; is that what appears in the book? 

Mr. Brooxrietp. Yes; that is what appears in the book. 

Senator Jackson. That is the record of this company ? 

Mr. Brooxrtexp. I think it is, and then some. 

Mr. O’Donnett. Mr. Chairman, I would like to have this introduced 
as an exhibit. 

Senator Jackson. All right, it will be marked for identification as 
exhibit No. 1. 

(Exhibit No. 1 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. Brooxrte.tp. Mr. O’Donnell, in connection with that statement, 
our files show our Chicago interviewer was told by one of these men 
who sold 237 contracts in 3 months that to his knowledge—this was 1 
of the operators—not a single piece of property had been sold. 

Mr. O’DonneE Lt. On the basis of the operation, Mr. Brookfield, what 
would you say would be the amount of property that was actually sold 
by any of these firms? 

Mr. Brooxrtexp. Negligible. 

Mr. O’DonnELL. On a percentage basis, how much would you esti- 
mate it to be? 

Mr. Brooxrteip. That would have to be a guess based on people I 
have talked to and the people I have received complaints from. 

Of course, probably the ones whose property was sold are not com- 
plaining, but the information we have in our files would indicate that 
it would run from one-half of 1 percent to 1 percent of the number 
of customers. 

Mr. O’DonneELL. What would you estimate the total annual take of 
these companies to be, the gross take? 

Mr. Brooxrietp. In the millions, perhaps between $25 million and 
$50 million. That may be a little bit high, but I base that on the fact 
that there are some companies that have reported that they take in as 
high—one-man operation takes in as high as $750,000. 

The company that is under investigation at the present time reports 
advertising take in excess of $2 million a year. 

They do not say how much in excess because the hearing examiner 
would not let me ask him, but the same company in the State of Maine 
alone reports that they sell $9,000 a month just in one State. 

The State of Maine is not a very big State. 

Mr. O’Donnexu. Will you continue along with the misrepresenta- 
tions complained of ? 

Mr. BrooxrieLtp. The company that put out these service bonds or 
guaranty bonds represents that they will protect the seller in selling 
the property, whereas then when they get these service bonds, why, the 
only thing they do is guarantee to perform the services set out in the 
bonds themselves. 
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Several of the companies use letterheads indicating that the con- 
cern is international in scope. One of the favorites is that these sales- 
men all have a brochure showing the property that their company is 
alleged to have sold recently, and each one of them usually has a list he 
has made up, himself, of the property he has sold in the next county 
or next State or just sold a piece of property down the road. That is 
one of the favorites. 

As I say, they have listings which show this property has all been 
sold in a short period of time. That is particularly necessary in order 
to convince the purchaser who signed a contract providing for pay- 
ment in 3 months that his property will be sold, because most of them 
do not have money and the only way they can pay for it is by the 
property being sold. 

That is one of the most important gimmicks that they use in selling. 

All the salesmen represent that; some of them will say up to 95 
percent of the property that is listed with their company has been 
sold which, of course, is about 94 percent more, and none of them will 
admit that less than 75 percent of the property listed is sold. 

There are representations that the representatives are bonded and 
they will furnish qualified, experienced, and expert appraisers to evalu- 
ate the property and represent that this particular property has been 
especially selected because the salesman a a prospect for that indi- 
vidual piece of property. 

In the Washington case, Senator, the man had just sold his property, 
according ot his salesman, had just sold his property in South Dakota 
and wanted to move to Washington. That is the reason they had the 
buyer available. 

Another representation is that they only pick out selected pieces of 
property ; that they do not deal with the public generally. 

The people who collect in advance represent, and the contract says 
so, too, that the fee paid is a deposit only to insure that the owner who 
is waiting to sell won’t back out. 

That is the reason they tell them they have to have this fee in ad- 
vance. 

Mr. O’Donnetu. Are you finished with these representations? 

Mr. Brooxrtetp. Substantially. 

Senator Jackson. The entire statement can be included in the rec- 
ord, if you wish to do that. 

Mr. Brooxrietp. There is one more 

Senator Jackson. I think we should have a general picture of the 
type of representations. 

Mr. Brooxrtevp. I think this covers it. There is one more that is 
very important, Senator. That is this question of secrecy involved. 
That is another thing which makes a big impression on the victim, 
that they won’t talk to him in the presence of anybody else because, they 
say, “You don’t want your neighbors to know you are selling your 
property. The first thing you know it will get out you are in bad 
financial shape so we don’t talk to anybody in this vicinity and we 
won’t talk to you except in the secrecy of your own office or your own 
home.” 

Mr. O’Donneww. Basically speaking the advance fee operator’s 
salesmen are dealing with business opportunities, are they not, as dis- 
tinguished from real estate ? 
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Mr. Brooxrteip. They are dealing with business opportunities in the 
sense of businesses which are not necessarily owned, the real estate is 
not necessarily owned, but they primarily are retail establishments, 
once in a while a factory or big outfit. 

Most of these people that are taken are small-business men or 
ranchers, but there are exceptions where a contractor may sell a million 
dollar ranch, but that is the great minority. 

Mr. O’Donnetx. Don’t they handle in the main hotels, grills, shops, 
things of that nature? 

Mr. Brooxrtetp. Exactly. 

Mr. O’Donnett. They handle, generally speaking, businesses as dis- 
tinguished from homes. 

Mr. Brooxrietp. Very few of them sell homes. The only homes 
that are sold are ranch and farm homes, but that is in connection with 
the ranch and farm business rather than the home itself. 

There is no question of selling a house in a city or something like 
that. 

Mr. O’Donnett. Can you just name the firms against whom cease 
and desist orders have been obtained by the FTC ? 

Mr. BrooxrieLp. National Business and Property Exchange. 

Senator Jackson. Where is that located ? 

Mr. Brooxrietp. That was located in Los Angeles. 

Senator Jackson. That is published in the National Buyers’ Guide? 

Mr. Brooxrietp. Yes, sir. Affiliated Brokers, Inc. That is one 
name for the company. 

Susiness Co-op, Inc., and the individual William John Malone. 

Senator Jackson. Is that all in Chicago? 

Mr. Brooxrievp. That is the Chicago outfit. 

Bert Goodman and Melvin C. Crown, trading as Interstate Ex- 
change Co. That also is Chicago. 

American Business Exchange, Inc., Louis Michael Parrelli, also 
known as Louis Parrell; George B. Bry, Ruth Parrelli, also known as 
Ruth Drummond, and Max Berman, individually and officers of said 
corporation, and Phil Packard, individually. 

That is one of the few times that we have been able to take an 
order against a salesman, too. 

William D. Cope, individually and doing business as the Business 
Opportunities Co., also located in Evanston, II1., outside of Chicago. 

Mr. O’Donnett. Mr. Chairman, I would like to have those made 
exhibits. 

Senator Jackson. Without objection, they will be included as ex- 
hibit No. 2. ; 

(Exhibit No. 2 was marked for identification and may be found in 
the files of the select committee. ) 

Mr. O’Donnetu. May I ask also to have made as an exhibit for 
reference the National Buyers’ Guide of the National Property Busi- 
ness Exchange? 

Senator Jackson. Without objection, it is so ordered. 

(Exhibit No. 3 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. O’Donnett. The date of the National Buyers’ Guide that we 
have that we want to put in the record is May 1955. 


29872—58——_2 








14 MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 


Mr. Brooxrtrevp. That is the other one, is it not, Mr. O’Donnell? 
Do you wish these complaints and orders or just the orders in? 

Mr. O’Donne tt. I would like the orders in. 

Can you tell us what firms you have the complaints outstanding 
against ? 

Mr. Brooxrretp. Complaints outstanding against Universal Inter- 
change, Inc., Theodore M. Bernardi, Maurice Salomon, individually 
and officers of this corporation. 

This is all one complaint. 

United Interchange, Inc., of Illinois, a corporation. 

United Interchange of Texas, a corporation, and Maurice Salomon 
and Lilliam Salomon, individually and as officers. 

United Interchange of New York, a corporation. 

United Interchange of Massachusetts, a corporation. 

Theodore M. Bernardi and Pauline B. Bernardi, individually and 
as officers of said corporation. 

Union Interchange, Inc., of Washington. 

Union Interchange, Inc., of Colorado. 

Union Interchange, Inc., of California, a corporation. 

And Paul Buyer and Francelene A. Guyer, individually and offi- 
cers of these corporations, 

Actually in this case the Universal Interchange is the publishing 
company and the other companies solicit the advertisement to be pub- 
lished in the publication of Universal Interchange. That is the reason 
they are all joined in the same complaint. 

That is our docket 6938. Our docket 7103, Coast to Coast Service 
Corp., a corporation, and William Maurice also known as William 
Muchnick, Ralph P. O’Neal, Anna M. Lombard Maurice, Lewis Grom- 
bacher, and Emelia Leuta Promisco, individually and as officers of 
said corporation. 

World Wide Brokerage Corp., docket 6945, and Thomas E. Joyce, 
Burton Sherre, Mrs. Thomas E. Joyce, also known as Nancy Lee Buell, 
and E. J. O’Malley, individually and as officers of said corporation, 
and Frank Don. Livingston, individually. 

In that case the individual was a salesman. 

Theodore F. Crandall, individually and trading as Interstate Busi- 
ness and Property Exchange Co., of St. Louis. 

Universal is California, Washington, and Chicago, Texas, Massa- 
chusetts, New York, Colorado. 

The other two, Worldwide and Coast to Coast, were in Chicago. 

Crandall trading as Interstate Business and Property Exchange is 
in St. Louis. 

The other is Transcontinental Services, Inc. 

Senator Jackson. I notice that in the case of the Washington cor- 

oration the officers are from California, but they are also the officers 
in Washington and Colorado. 

Mr. Brooxrrevp. The same officers are the officers of the three cor- 
porations. 

Senator Jackson. Yes; but I say they are incorporated under the 
laws of the State of Washington and would give the impression that 
they are local people. They are a Washington corporation and also a 
Colorado corporation, but they are really operating out of California. 
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Mr. Brooxrietp. They maintain local offices in both Seattle and in 
Denver, also. 

The last one is docket 7146, Transcontinental Clearing House, a 
atl William G. Dudley, and William Bodemer, individually 
and as officers of said corporation. 

They have traded as National Commercial and Industrial Systems 
and American Commercial and Industrial Systems. 

These are the five that are still pending. 

Mr. O’Donnetu. Mr. Chairman, I would like to have those made 
exhibits. 

Senator Jackson. Without objection, they may be included as ex- 
hibit No. 4. 

(Exhibit No. 4 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. O’Donnett. Mr. Brookfield, you have a pending case which 

you have just read against Universal Interchange, Theodore Bernardi, 
Salomon, Paul Guyer, et cetera. One of the firms that you 
put out of business on the basis of the cease and desist order was 
National Business and Property Exchange; is that right? 

Mr. Brooxrtetp. Yes. 

Mr. O’Donnetu. Were Bernardi and Guyer, the same two indi- 
viduals in the complaint issued against them, were they associated in 
any way with Nationa] Business and Property Exchange? 

Mr. BrooxFrie.p. Our investigation shows that they were. 

Mr. O’Donnett. In what capacity ; do you know ? 

Mr. Brooxrre.p. No, sir. 

Mr. O’Donnetu. They were affiliated with them ? 

Mr. Brooxrtetp. Yes, sir. 

Mr. O’Donnett. Can you tell us some typical cases of victims in 
these cases ? 

Mr. Brooxrietp. You mean the individual victims that have come 
to our attention ? 

Mr. O’Donnett. That is right. 

Mr. Brooxrretp. They have been blind men; 3 particularly, 1 of 
them was an old farmer in New York who was taken for $150. 

When the investigators for the New York Real Estate Board went 
there he was sitting on the porch, half shaven, sick, and too old and 
infirm to even operate his farm. Yet he was taken for $150. 

The farm was unfarmable, from the report of the investigator. 

We had a blind man in Michigan and a blind man in Wisconsin 
who signed these contracts on the representations made to them by 
the salesmen that the property, one of them was a farmer, and the 
other was a small-business man, that their property would be sold or 
that they would not have to pay any money. And they did. 

They, neither one of them, of course, could see the contract. 

A North Carolina company who owned a small business were told 
that the proposed buyer had already been there and seen the property 
and it was sold and that they would have to move within 30 days. 

In that connection that is one of the favorite gimmicks, to say that 
we have the property here. 

One particular man, I think it was in Wisconsin, was asked, would 
he stay there for a couple of days after the 30 days because they 
wanted him to help introduce the new purchaser to his property. 
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(At this point Senator Curtis entered the hearing room.) 

Mr. Brooxrteip. The particular method of doing business has a 
particular appeal to older people. A businessman 80 years old was 
told they had a buyer for the property who had deposited $6,000 and 
a valeabie mortgage. So he gave the salesman $960 and received 
nothing in return. He did not even read the contract. 

Another man in Nebraska was taken for $315. He said their rep- 
resentative came and stated, “We never approach a seller until we have 
a buyer. Your property is sold to a party in Kansas about 75 miles 
from here.” The Kansas party was to pay $500 on his loan and 
the seller $315, so neither party could back out. 

His check was to be held until the deal went through. Instead the 
salesman went directly from his place to the bank and cashed the 
check, even though he promised to hold the check until the deal went 
through. 

Then one of the few victims that I have come in contact with, who 
evidently had a sense of humor—we wrote him and wanted to know 
whether his property was sold. He said, “Gee, my property was sold. 
They got a judgment against me and sold it to satisfy the judgment.” 
That, as far as I know, is the only definite sale that has come to my 
attention. 

I can give you any number, keep on and on with these victims. 
They are all the same story. 

Senator Curtis. Mr. Chairman, I would like to ask the witness just 
in a nutshell how does this operation work ? 

Mr. Brooxrtevp. I think I can tell you quickly with a hypothetical 
case. 

The contact is made either by sending cards to mail boxes in 
rural areas, or by picking names from telephone books of small busi- 
nesses in cities. 

Then they send them a card saying “Do you want to sell your 
property,” or “we have a buyer for your property.” The card is 
returned. 

Then the salesman comes. The salesman makes the representations 
which I have outlined to the committee, various misrepresentations, 
gets the contract signed and leaves town. 

Senator Jackson. He is paid in advance. 

Mr. Brookrre.D. Some of them are paid in advance. Most of the 
operators work on the pay-in-advance scheme. 

Senator Curtis. You mean the seller pays the fee in advance? 

Mr. Brooxrrevp. The seller pays to the real estate man advance fee 
to show that he will not back out of his contract. 

Senator Curtis. Does the contract set a price ? 

Mr. Brooxrtetp. The contracts usually set the price that is fixed 
by agreement between the owner of the property and the salesman. 

Senator Curtis. And provides for an overall fee based on percent- 
age of the sale? 

Mr. Brooxrietp. Some of them do. Some of them are flat fee. 

There are two or three different methods of operating. Sometimes 
that is all they have to pay, and then, for instance, particularly the 
ones that advertise, like National Buyers’ Guide, they just collect 
that flat fee in advance. 








MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 17 


Others are told that this is an advance on the commission for 
selling the property and that the advance is necessary to keep the 
victim from changing his mind. 

Senator Curtis. Have you examined some of those contracts? 

Mr. BrooxrieLp. Yes, sir. 

Senator Curtis. What do the contracts provide? Does he have any 
recourse in law ? 

Mr. Brooxrtetp. He is stuck. 

I will read you one that I have here. 

Senator Jackson. In other words, as I understand the situation, 
the contracts are usually valid and the company can work out of it 
without any trouble. The misrepresentations are made verbally as an 
inducement for the seller to pay the fee. 

Mr. Brookrtetp. Yes. These contracts have usually no loopholes 
in them. 

Senator Curtis. In other words, what does the agency agree to do 
inthe contract? List the property ? 

Mr. BrooxrieLp. Sometimes they agree to list the property. This 
one here agrees to list the property for the purpose of procuring a 
buyer. 

Then they will provide promotional services. They tell him they 
will send him a bond outlining the promotional services. 

For the first time the victim sees instead of getting his bond the 
only thing he has bought is some advertising. 

enator Curtis. Does the seller in many of these cases think his 
property is already sold? 

Mr. Brooxrrerp. Yes, where the salesman made that representa- 
tion to him that they have a buyer available. That is one of the 
usual gimmicks. 

Senator Curtis. Based on the sampling you have done, what per- 
centage of these actually end up in a sale satisfactory to the seller? 

Mr. Brooxrtetp. My investigation reveals that it probably would 
run from one-half to 1 percent. None of these ca say that the 
know how much property they sell. Every one of them will say “We 
just sell advertising. We don’t know any more than the New York 
Times knows how many people buy property that is advertised in 
their ads.” 

So far I have not seen any of them that ever made any great effort to 
find out. 

Senator Curtis. In other words, if all the representations were 
made to the effect that what the potential seller gets is certainly list- 
ing and advertising the deal would be all right? 

Mr. Brooxrietp. If he thoroughly understood it and knew what 
he was getting in a large majority of these operations it would be 
all right. 

The thing of it is getting his name by misrepresentations on this 
contract and then not giving him anything. 

Senator Curtis. What is the average advance fee payment ? 

Mr. Brooxrieip. The average runs from around $100 to $350 on 
an average. Some of them run a whole lot more, but very few of them 
run very much more than $500. 

Senator Curtis. How does the agency gain on a deal where there 
isno advance fee? They enforce collection later on ? 
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Mr. Brooxrretp. They have a contract which is practically a con- 
fession of judgment note and then they enforce it through the courts, 
if necessary. 

Senator Curtis. So by an advance fee, you are using that term 
only for those who take case at the time the contract is signed ? 

Mr. Brooxrretp. The advance fee is usually used for this whole 
field because they get the contract signed in advance which to all 
intents and purposes is a perfectly valid note for the amount of the 
contract. 

Mr. O’Donnett. I think the contracts have a disclaimer clause for 
apemeeeoaes made by the salesman, do they not ? 

r. BrooKFieLD. Practically all of them. 

Mr. O’Donnetu. I have here what precedes a contract, some of 
the advertising that is sent out to a prospective seller. 

This one here is Affiliated Brokers, Inc. Among other things it 
states : 


We assume all the risk, all the expense, with no obligation to you. 


Will you identify that, please ? 

Mr. Brooxriep. This is a piece of advertising that the Federal 
Trade Commission files shows was used by one of these advance fee 
agencies to contact advertising by mail. 

Mr. O’Donnetux. I just want to use it as an illustration. Mr. Chair- 
man, may this be identified for the record as part of the operations 
as far as correspondence being mailed out prior to contract ? 

Senator Jackson. Without objection, it may be included in the 
record as exhibit No. 5. 

(Exhibit No. 5 was marked for identification and will be found in 
the appendix on p. 153.) 

Mr. O’Donne.tt. Mr. Brookfield, I have here a guaranty service 
bond of the Interstate Exchange Co. Will you identify this? 

Mr. Brooxrtetp. This is another exhibit that is taken from the files 
of the Federal Trade Commission, showing the type of bond which 
a used in connection with the contract of the Interstate Exchange 

0. 
Mr. O’Donne tt. Is that bond similar to other bonds which other 
companies in this area deal with? 

Mr. Brooxkrie.p. Practically. The great majority of them look like 
they may have been printed by the same people. Sometimes the gim- 
mick on the inside is different, but the general services that are to be 
given are just about the same in all these bonds. 

Mr. O’Donnetut. The bond is generally useless to the seller, is it 
not ? 

Mr. Brooxrtevp. It is. When they get the bond is the first time 
they find out what they have actually bought. 

Mr. O’Donnetu. I would like to have that included as an exhibit. 

Senator Jackson. Without objection, it may be included as exhibit 
No. 6. 

(Exhibit No. 6 was marked for identification and will be found in 
the appendix on p. 154.) 

Mr. O’Donne tt. I have here a sample illustration of the contract 
of the Interstate Exchange Co. Will you identify this? 
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(At this point Senator Mundt entered the hearing room.) 

Mr. Brooxrte.p. This, also, is a copy of a bond of the contract or 
application. In that connection, the word “application” pertains 
usually to listings rather than the contract. It is, actually, the con- 
tract, but they call it an application. It is from the files of the 
Federal Trade Commission, and shows the type of contract that this 
com a used to procure advance fees. 

r. O’Donnett. Mr. Chairman, may that be made an exhibit? 

Senator Jackson. Exhibit No. 7. 

(Exhibit No. 7 was marked for identification, and may be found in 
the appendix on p. 155.) 

Mr. O’Donne tt. I have here a handwritten note that I would like 
to have you read, on the stationery of the Hotel Irwin Cobb. 

Mr. Brooxrtevp. This is from the files of the Federal Trade Com- 
mission, but I don’t know what specific case it is. It is one of these 
advance-fee cases. It says: 

Bert: This check is certified. The vice president of the bank put his O. K. 
on it. I had to go to his home to get this done, as it was after banking hours. 

This is strictly an advertising deal—not the usual pitch—American Equitable— 
Chas. Ford, Cashfinder, Worldwide Brokerage, and Nationwide got big fees 
from him. I only had one out, a strictly advertising gimmick—and it bag 03 

That is from my personal knowledge . I have an idea which par- 
ticular partner this was, but I could not identify Mel or Bert. We did 
have a Melvine Brown and Bert Goodman who were partners in one of 
our cases. 

Mr. O’Donnett. May that be made an exhibit? 

Senator Jackson. Exhibit No. 8. 

(Document was marked “Exhibit No. 8” for reference, and will be 
found in the appendix on p. 156.) 

Mr. O’Donneti. You were cut off before. You had this adver- 
tising that you were going to put in the record, and you did not do it, 
anewspaperad. I think it ison the extreme left. 

Mr. Brooxrtevp. I wanted to offer this to the committee to show the 
type of advertising that the victim gets for his $150 or $250. 

Renatee Jackson. That is the full-page ad? 

Mr. Brooxrrevp. That is the full-page ad they refer to. 

Senator Jackson. He paid $150. How much does his ad cost? 

Mr. O’DonneEtu. Well, three lines in a newspaper, as part of a full- 
page ad 

Satie Curtis. Three one-column lines? 

Mr. Brooxrieip. Yes. He is paying $50 a line if he is paying $150, 
which is right high. 

Senator Munpt. Does he get that in more than one paper? 

Mr. BrooxrteLp. Some of these contracts say, “We will advertise 
in a national medium.” Others will probably run 2 or 3 ads. 

Senator Munpr. It would make quite a bit of difference if you put 3 
lines in 50 metropolitan papers; that is one thing. If you put 3 lines 
in a paper, or 2, that issomethingelse. What are the facts? 

Mr. BrooxrretD. Senator, so far as the investigations I have been 
able to make by reading the Commission files, because I have not had 
a contested case in which this type of advertising has come up yet, 
but from the files I would say that most of these ads that they have 
run are 4 or 5 of these small ads. 
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Senator Jackson. What are the individual States doing on this, 
Mr. Brookfield? What State laws do we have, and what attempts 
are being made by the States ? 

Mr. Brooxrretp, Quite a few of the States have these laws requiring 
these real-estate brokers and opportunity brokers to be licensed. So 
far, they have been ineffectual. 

I would rather that Mr. McClure or the assistant attorney general 
of California testify to that. And they have gone into this State law 
much more thoroughly than I have, but, so far, California and Wis- 
consin have both filed motions to intervene in one of the present Fed- 
eral Trade Commission cases that went against Universal in which 
they say, in effect, all this money has been taken out of the State and 
that they have, so far, been powerless to do anything about it. 

Senator Munpr. Mr. Brookfield, has any State tried legislative 
gimmicks something like the municipalities do in my State? They 
call it a Green Bay peddlers’ law, whereby the peddlers coming in 
have to go to some central source and get a permit to sell. 

Now, these fellows are really outside peddlers. It would seem 
to me, if there were some way to screen them—maybe some of them are 
legitimate. Maybe some of them might be honest and some of them 
dishonest. Pretty quick the bad apples are going to spoil the other 
apples in the box. 

as any State tried to approach it that way—somebody coming in 
to do this has to go before some State board to get a permit. 

Mr. Brooxrrep. The real-estate commissioners of these various 
States have tried to take jurisdiction over these advance-fee salesmen, 
but they have been defeated by injunction in Oklahoma, and Connect- 
icut law was declared unconstitutional at the urging of the advance- 
fee operators. The only conviction I know of was made in Oregon, 
where they got them for selling without a license. 

Senator Munpr. In other words, the States have tried with what- 
ever legislative machinery is available to protect themselves and they 
have not been able to do it ? 

Mr. BrooxrieLp. That is from the information I have. 

Senator Munpr. In South Dakota they have a State realty board 
and the man to be a realtor has to qualify with certain financial ele- 
ments of responsibility. 

Senator Jackson. They get out from under that by saying they are 
selling advertising. 

Mr. O’Donnewu. Mr. Brookfield, this particular newspaper you 
have passed up here is the Chicago Daily News, dated Tuesday, March 
4, 1958; is it not? 

Mr. Brooxrietp. Yes, sir. 

Mr. O’Donnetu. Mr. Chairman, may this go into the record, please? 

Senator Jackson. Without objection, it will be included in the rec- 
ord as exhibit No. 9. 

(Exhibit No. 9 was marked for identification and may be found in 
the files of the subcommittee. ) 

Senator Curtis. I would like to ask you: To what extent this gen- 
eral field of operation is interstate operation, and to what extent is 
it intrastate ? 

Mr. Brooxrte.p. The part that the Federal Trade Commission has 
been interested in primarily, of course, is the interstate. But the 
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center of these activities has been in California and primarily in and 
around Chicago. They operate in every State in the Union. 

Recently we have had brought to our attention new companies in 
Kansas and Missouri, and the Southwest, I mean Southeast, Atlanta 
and Florida, but they were recent companies I am not familiar with. 

I just know they are under investigation. 

But it is spreading all the time. 

Senator Cuneen n dealing with a situation of this kind, do you 
also have a problem in establishing the facts in court? 

Mr. Brooxrieip. Yes. 

Senator Curtis. Because if on paper something is legitimate, what 
was said and what was promised orally resolves itself into a dispute 
probably between two individuals. 

Mr. Brooxrretp. That is true, sir. 

Senator Curtis. Oftentimes with no witnesses present ? 

Mr. Brooxrietp. They particularly make it a point, as I said be- 
fore, to stress secrecy so that there will be no witnesses present. They 
tell them that that is part of their services, the secret confidential 
method of selling is part of their services. 

Therefore, there are no witnesses present to contradict what they say 
when they go to enforce the contract. 

Senator Curtis. Probably every State in the Union has laws dealing 
with fraudulent misrepresentations, but it resolves itself into a difficult 
job of proof on the basis of court standards. 

Mr. Brooxrtetp. Yes, sir. They obtain judgments on these con- 
tracts in about 75 percent or more of the cases just because they show 
the contract to the judge. The judge asks the victim, “Did you sign 
this contract?” Then they show an advertisement; the contract shows 
it is for advertising. 

The victim never gets a chance to tell what he was told. 

Senator Curris. You run into all the rules of evidence concerning 
parole of evidence on the very terms that are written into it. 

Mr. Brooxrieip. That is true. 

Senator Curtis. It is almost in the category of a promissory note. 

Mr. Brooxrrep. It is, especially where they transfer the contracts 
and/or notes to third parties as some of them do. 

Senator Munpr. Have you made a check with any of these organ- 
izations or outfits such as in exhibit 9, where somebody who has read 
the ad writes in and says it was given before the commission and so 
forth ? 

Mr. BrooxrreLp. They will send the name of the person who writes 
in to them in most instances. 

Senator Curtis. In other words, identify the property. 

Mr. Chairman, it occurs to me that the States of Wisconsin, Cali- 
fornia, South Dakota, and other States whose citizens have been 
victimized by this growing illegitimate operation find themselves 
in a good deal the same position as the United States finds itself, 
vis-a-vis the Security Sadianes and the sale of fictitious stocks from 
Canada. 

We have heard about these Canadian stocks which they could not 
have sold through American brokers. 

It seems to me a pretty close analogy. We are trying to find some 
way in the United States of keeping the penny stocks from being 
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sold from Canada which are not worth even the postage to carry 
the American’s check up to Canadian brokers. 

I suppose they prey on people with not too much business experi- 
ence. Some way or other we have to establish either within the State 
a mechanism to stop it, or some kind of Federal device so that you 
can separate the honest, interstate economics operators from the dis- 
honest racketeers. 

Senator Jackson. It is a problem for the States. In many cases 
Tam sure that they cannot get jurisdiction; they are outside the States. 
So that while a State law would be effective as it pertains to an in- 
dividual that they are able to catch in the act, State officials would 
be helpless just as soon as the individual is outside the jurisdiction 
of the court, or outside the jurisdiction of the State authority. 

Am I correct in that ? 

Mr. Brooxriexp. You are correct, and these people don’t stay around 
very long. 

enator Jackson. They move pretty fast. 

Senator Curtis. What was the approach of the Connecticut law? 

Mr. Brooxriexp. Senator, I am sorry, but I am not familiar with 
that law except I have a letter from the attorney general up there 
enying that it was declared unconstitutional. 

Mr. O’Donne tt. In Connecticut they tried by act tu make these 
people come in and be licensed under the real-estate law. The court 
ruled that since it was advertising as such it was not real estate and, 
therefore, the act was unconstitutional. 

Senator Munpr. I had a visit in my office with two young men 
who are involved in some of the testimony. I think we should make 
it clear that any of these people whose organizations are mentioned, 
if he wants to come and testify, that we will be glad to hear his story. 

Senator Jackson. Counsel has informed me that they have been 
invited to appear. We have two of them listed here as witnesses. 

Senator Munpr. I promised them that they could be heard. They 
would have to take their own chances on the witness stand. 

Senator Jackson. They will all be under oath and they will have 
to be prepared to answer questions as to a lot of transactions. So 
they will be on notice now. It will be interesting to know they will 
say under oath. 

r. O’Donnett. No further questions, Mr. Chairman, of this wit- 
ness. 

Senator Jackson. Are there any further questions? 

Might I pose this one question: Would there be any sense in at- 
tempting to deal with this problem on a Federal basis through 
licensing ? 

I realize that it is a delicate one. I am talking about people who 
are engaged in interstate commerce. You get into the calatheee of 
publications here, but when they leave the publications field and at- 
tempt to go into the real estate business, that is something else. They 
cannot hide under the guise of free speech, freedom of the press, by 
making out a contract which states this is nothing more or less than 
a publication. 

At least I would appreciate your giving some thought to it. 

Mr. Brooxrrietp. It would seem to me that the question of licensing 
would be that you would almost have to have a license to do business 
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in interstate commerce in this particular field and then that would 
involve the question of how are you going to determine who is entitled 
to a license. 

It seems to me that if these companies were honest that they would 
welcome legislation such as we are discussing here today because it 
would give them something to hang over the head of their salesmen 
and see that they were legitimate. 

Instead of opposing this legislation, I would think that the honest 
companies would be in favor of it. 

Senator Jackson. I would think that there is certainly a good busi- 
ness opportunity in this field for legitimate operators. I think there 
is a definite need to assist sellers and to provide proper assistance to 
buyers, provided that it is legitimate, euvitied: that they operate 
the same way that firms and individuals are required to operate in 
any given State. 

That is all we are trying to do here, is to extend to the 48 States the 
same general principles that most States require. 

Senator Mundt pointed out what a city will require as a way of 
trying to avoid all sorts of gimmicks that are pulled on local people 
by peddlers. It would seem to me that the legitimate operators would 
welcome an effort on the part of the Congress to try to get the illegiti- 
mate people out of business so that this can become a respectable busi- 
ness. 

Mr. Brooxrie.p. Senator, in that connection, I would point out 
though that none of the companies that the Federal Trade Commis- 
sion has issued cease-and-desist orders against requiring only that they 
and the salesmen truthfully advertise what they are doing, none of 
them have continued in business, they have all gotten out of business 
rather than comply with the Federal Trade Tireneueniaen order. I 
think that is significant. 

Senator Jackson. They go out of that business and go into another 
one. 

Mr. Brooxrteip. In some cases they have gone into other businesses, 
of course, but not in that particular business. 

The named individual so far as I know, the named individuals 
against whom the complaints were issued, none of them, our records 
don’t show and the compliance record does not show that any of them 
are back in this particular form of business. 

Senator Jackson. Do you mean the firms or the individuals involved 
in the firms? 

Mr. Brooxrrevp. The firms or the officers of the firms, that is the 
people who were named in the complaint. 

Now, we have testimony replete that the salesmen and the minor 
employees who did not happen to have an order against them, they 
have gone into these other companies. 

So to break up this thing the Federal Trade Commission would 
have to issue orders all the way down to each individual salesman. 

Senator Jackson. Like a John Doe warrant. 

Mr. Brooxrire.p. Exactly. 

And, worse than that, have to prove the testimony as to each of these 
individuals. 

Senator Jackson. Are there any further questions? 
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Senator Munopr. I think Mr. Brookfield makes a good point, that 
the honest operators should welcome legislation providing a criminal 
penalty against a fraudulent operator. 

Every tate in the Union tries to attract new business, new indus- 
tries, and certainly Congress does not want to discourage interstate 
business or interstate salesmanship. 

But a way must be found to separate the honest operator from the 
dishonest one and one good way we think is this bill to provide a severe 
Federal penalty against the dishonest operator. He not only ceases 
and desists, but he ceases and desists and goes to jail. That going to 
jail is a pretty good thing to keep the crooked fellow from getting 
into business. 

In our part of the country we used to have what we call gypsies. I 
do not know whether you have them in the East. We used to have 
gypsy laws. It would not discourage people from visiting our towns. 
But these gypsies would come in and they would flimflam somebody 
and steal their wallet or watch. These fellows are like gypsies who 
would go in here, betray them, defraud people, and misrepresent facts. 

Certainly we cannot sit idly by while all these weeds grow up in 
our economic garden. 

To me, putting a severe enough penalty is going to stop the dishonest 
fellow from operating and make it easier for a legitimate operation 
to function. 

We should encourage these legitimate organizations and not dis- 
courage them. 

Mr. Brooxrrex. Senator, before I leave the stand, may I read a 
letter that I think may be of interest to the committee ? 

Senator Jackson. Yes. 

Mr. Brooxrtetp (reading) : 

FEDERAL TRADE COMMISSION, 
Washington, D. C. 


Dear Strs: Within the last 8 years I have paid real-estate agents $520 to sell 
my business and never heard from any prospective buyers. The Business Op- 
portunities Co., 317 Howard Street, Evanston, Ill., called me collect and said they 
had a buyer for my greenhouse and for me to forward a $60 check at once. 

I have not heard from them. 

Also, the Charles Ford Association of Chicago collected $300 from me as a 
retainer fee and took 2 oil paintings valued at $100 a painting. I got one pic- 
ture back broken and the other one they could not find. 

Hines, Johnson & Associates of Chicago also took me in 1952 for $162 and I 
never heard from them as to who they contacted or who the prospective buyers 
were. 

I have on hand a collector’s suit for $1,475 from National Business & Prop- 
erty Exchange, and I think the Chicago real-estate bunch of racketeers have 
gotten enough from me so I have hired an attorney to fight my case. 


Senator Jackson. You had better not give his name out. 

Mr. BrooxrteLD. That is not an extraordinary condition. Our files 
are replete with people who have been taken one time after another. 
They seem to be anxious and become easier victims as time goes on and 
as more people come to see them. 

Senator Jackson. Thank you very much. 

Mr. Brooxrietp. Thank you for the opportunity of appearing be- 
fore you. 
penton Jackson. Mr. Donald McClure. Will you raise your right 
nand ¢ 
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Do you solemnly swear that the testimony you are about to give 
before the subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. McCuvre. I do. 

Senator Jackson. You may be seated. 

State your name and business, please. 


TESTIMONY OF DONALD McCLURE 


Mr. McCuiure. Donald McClure, assistant real-estate commissioner 
of the State of California and vice president of the National Associa- 
tion of License Law Oflicials. 

The National Association of License Law Officials is composed of 
the real-estate license-law officials in all the States of the Union except 
Rhode Island. 

They have asked me to come here and consolidate some of the infor- 
mation that comes from all the States, in consequence of which I have 
a prepared statement here which I would like to submit at this time, 
which has in it a grid which reports the conditions existing in each 
one of the States there reporting. 

It gives the names of the concerns who are operating in each particu- 
lar State; it gives the names of all the concerns that any State has 
reported and it outlines a statement of facts in connection with the 
matter. 

Mr. O’Donnett. Are you talking about the advance fee problem and 
supplement ? 

Mr. McCuure. Yes, sir. 

Mr. O’DonneELu. Rather than have you read that, I eventually will 
put it in the record, but I would like to discuss certain phases with 
you, if I may. 

Mr. McCrvre. Yes. 

Senator Munpr. This list of firms that you have, is that a list of 
firms on which there is evidence of dishonest practice, or is that a list 
of all the firms that operate ? 

Mr. McCtore. This list of firms is a list of firms, a consolidation 
from all of the States in the Union of firms who have been complained 
against by officers or the real-estate commissioners of the States. 

Senator Jackson. That is all the States except Rhode Island? 

Mr. McCuvre. Yes. 

Mr. O’DonnNELL. Would you read the list of names ? 

Mr. McCuvre. Yes,sir. This is broken down by State, also. 

Senator Jackson. Do not give duplication. Just a list of the firms 
that the various States complain against. 

Mr. McCtore. Affiliated Brokers, Inc.—I could just give the city? 

Senator Jackson. Yes, that will be adequate. 

Mr. McCuvre. Affiliated Brokers, Inc., Chicago, Tl. 

All-State Brokerage Corp., Chicago, Ill. 

American Business Exchange, Chicago, III. 

American Buyers & Sellers, Hollywood, Calif. 

American Commercial & Industrial Systems, Chicago, II. 

American Equitable Corp., Chicago, Il. 

Associated Buyers & Sellers, Hollywood, Calif. 

Atlantic Sales Co., New York, N. Y. 





Bond & Co., Denver, Colo. 
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Brokers Locater Corp., New York. 
Bush Business Exchange, Kansas City. 


Senator Jackson. Mr. McClure, I notice that that runs about four 
pages, so why do we not, if there is no objection, place the list of firms 


in the record at this point. 


I do not see any necessity for reading them all off. In the interest 


of time we will dispense with that. 
(The list referred to follows :) 


List of ADVANCE FIRMS AND HOME OFFICES 


Affiliated Brokers, Inc., 176 West Adams 
Street, Chicago, Ill. (also known as) 
Business Co-Op, Inc. 

All-State Brokerage Corp., 79 West 
Monroe Street, Chicago, Ill., (also 
known as) Alistates Business Bro- 
kers. 

American Business Exchange, 111 
North Wabash Avenue, Chicago, Ill. 

American Buyers & Sellers, Hollywood, 
Calif. 

American Commercial & Industrial 
Systems, 1260 North Dearborn Street, 
Chicago, Ill. 

American Equitable Corp., 
Wacker Drive, Chicago, Ill. 

Associated Buyers & Sellers, 1721 North 
Cherokee Avenue, Hollywood, Calif. 
(also known as) Frederick F. Paul 
Letters. 

Atlantic Sales Co., New York, N. Y. 

Bond & Co., 3504 East Colfax, Denver, 
Colo. 

Brokers Locater Corp., 347 Fifth Ave- 
nue, New York. 

Bush Business Exchange, Kansas City, 
Mo. 

Business Mart of America, Inc., 5723 
Melrose Street, Los Angeles, Calif. 

30 North La Salle Street, Chicago, 
Ill. 
795 Peachtree Boulevard, Atlanta, 


35 East 


Ga. 

23 West 47th Street, New York, 

N. Y. 

Business Opportunities Co., 115 Rail- 
road Avenue, Toledo, Ohio. 

Evanton, Ill. 

Buyers & Sellers Blackboard (also 
known as) Eastern Buyers Exchange. 

Buyers & Sellers Service of America, 
6546 Hollywood Boulevard, Suite 204, 
Hollywood, Calif. 

Business Sales, Inc., Chicago, Il. 

C. A. Tex, Ine., 1213 Capital Avenue, 
Houston, Tex. 

Cash Finders, Kansas City, Mo. 

Central States Associates, 30 North La 
Salle Street, Chicago, Ill. 

Charles Ford & Associates, of the East, 
Inc., New York, N. Y. 





Charles Ford & Associates, of the Mid- 
west, Inc., 10 North Clark Street, 
Chicago, Il. 

Charles Ford & Associates, of the 
South, Inc., 87 Walton Street NW., 
Atlanta, Ga. 

Charles Ford & Associates, of the West, 
Inc., 6425 Hollywood Boulevard, 
Hollywood, Calif. 

Coast to Coast Brokerage Corp., 6 North 
Michigan Avenue, Chicago, IIl. 

10 North Clark Street, Chicago, Il. 

Continental Business Buyers, Inc., 804 
Grand Avenue, Kansas City, Mo. 


Cosmopolitan Clearing House, 333 
North Michigan Avenue, Chicago, 
Ill. 


Dudley & Associates, Chicago, Ill. 

Eastern Real Estate Sales, Inc., New 
York, N. Y. 

Executive Sales, Inc., New York, N. Y. 

Federal Sales, Inc., New York, N. Y. 

First American Brokers Service, Salt 
Lake City, Utah. 

Interstate Brokerage Co., 30 North 
La Salle Street, Chicago, Ill. 

Interstate Exchange Corp., 30 North 
La Salle Street, Chicago, Il. 

Kash Finders, 230 North Market Street, 
Wichita, Kans. 

Lenders Service Corp., 5723 Melrose 
Avenue, Los Angeles, Calif. 
Mac Johnson Financial Advertising, 
210 Fifth Avenue, New York, N. Y. 
Mutual Business Sales, Inc., Delaware. 
Mideast Buyers Report, 424 Book Build- 
ing, Detroit, Mich., (also known as) 
T. Wayne Winn Co. 

Nation Wide Business Brokers, Ince., 
176 West Adams, Chicago, Il. 


National Business & Property Ex- 
change, Inc., 5400 Wilshire Boule- 


vard, Los Angeles, Calif. 
National Business & Property Exchange 
of Illinois, Inc., Illinois. 
National Business Service, Ine., 
Bitting Building, Wichita, Kans. 
Nichols & Associates, Inc., 130 North 
Wells Street, Chicago, Tl. 
Nichols & Associates, Inc., 100 West 
Monroe Street, Chicago, Tl. 


901 
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List oF ADVANCE FIRMS AND Home Orrices—Continued 


Pacific Empire, 369 West Portal Avenue, 
San Francisco, Calif. 

Pioneer Investment Co., 2166 Market 
Street, San Francisco, Calif. 

Pioneer Business. Service, 
Bluffs, lowa 

Lee Purrvin, 640 West Addison, Chi- 
cago, Ill. 

Registered Brokerage Corp., 176 West 
Adams, Chicago, Il. 

Rendlog Sales Co., 1780 Broadway, New 
York, N. Y. 

Reo System, Inc., Victor Building, 6 
West 10th Street, Kansas City, Mo. 
J. E. Shotland Co., 2909 West Cary 

Street, Richmond, Va. 

T. Wayne Winn Co., 424 Book Building, 
Detroit, Mich. 

Trans Brokerage Co., 1260 North Dear- 
born, Chicago, Ill. 

Transcontinental Clearing House, Inc., 
5735 Vinsena Avenue, South, Minne- 
apolis, Minn. 

1260 North Dearborn Street, Chi- 
ago, Ill. 

Trade Consultants of America, Inc., 15 
West 44th Street New York, N. Y.; 
347 Fifth Avenue, New York, N. Y. 

Trade Locaters, 712 East 31st Street, 
Kansas City, Mo. 


Council 


Trobam, Inc., 1189 South Wabash Ave- 
nue, Chicago, Ill. 

Union Interchange, Inc., of California, 
5617 Hollywood Boulevard, Los An- 
geles, Calif. 

Union Interchange, Inc., of Colorado, 
Guarantee Bank, 1321 Lincoln Street, 
Denver, Colo. 

United Business Exchange, Albee Build- 
ing, suite 412, 15th and G Street NW., 
Washington, D. C. 

United Interchange, Inc., of Idaho, 1 
North La Salle Street, Chicago, Ill. 

United Interchange Inc., of Masachu- 
setts, Massachusetts 

United Interchange, Inc., 114 Bast 32d 
Street, New York, N. Y. 

United Interchange, Inc., of Texas, 4232 
Herschel Avenue, Dallas, Tex. 

Universal Business Services, Inc., suite 
410-11, Jefferson Tower, Dallas, Tex. 

Universal Interchange, Inc., 114 East 
32d Street, New York, N. Y. 

Los Angeles, Calif. 

U. S. Buyers Report, Inc., 5410 Wilshire 
Boulevard, Los Angeles, Calif. 

Ward Hall & Associates, Chicago, Il. 

World Wide Brokerage Corp., 100 West 
Monroe, Chicago, Ill.; 40 North 
La Salle, Chicago, M1. 


Mr. O’Donneti. Mr. McClure, if you will refer to the same pam- 
phlet which you have prepared, will you tell us how many complaints 
have been received in California against these various firms operating 


out there over the past 3 years? 


Mr. McCuore. Six hundred and sixty. 

Mr. O’DonneEtu. Will you tell us how many complaints have been 
received in the State of Oregon in that past 3 years. 

Mr. McCuure. Seven hundred and thirty seven. 

Mr. O’DonneEti. Can you tell us how many complaints have been 


received in the State of Oklahoma ? 


Mr. McCuvre. Four hundred and fifty-one 
Mr. O’Donnett. That is just an illustration. I just wanted to get 


that in the record. 


Could you refer again to the booklet which you have prepared pur- 
suant to resolution adopted by the National Association of License 


Law Officials, Chicago, Ill. ? 
Mr. McCuure. Yes. 


Mr. O’Donnett. Could you give in essence, without reading the 
entire resolution, what the resolution stands for? 
Mr. McCuvre. The resolution adopted by the executive committee 


of the board of directors of the National Association of License Law 
Officials on May 23, 1958, in Oklahoma City, is a resolution in support 
of United States Senate bill 3889, and its provisions as being a proper 
approach to a solution of this situation. 

Mr. O’Donnetu. As I understand it, you have been designated by 
NALO to look into this problem and to secure from the various States 
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and digest and present it to us as you have in this instance; is that 
mat 

(At this point Senator Curtis retired from the hearing room. ) 

Mr. McCuure. Yes, sir; that is correct. 

In other words, in 1955 in the State of California law was passed 
which was the result of a tremendous number of complaints growing 
into the office of the real estate commissioner of the State of California 
from victims of people who were engaged in this type of business, be- 
lieving that they been transacting Gasiiiees with real estate brokers 
and salesmen licensed as such, business opportunity brokers and sales- 
men licensed as such. 

We found that it was necessary to try to encompass these people 
within the provisions of a licensing law and, therefore, in 1955 we did 
undertake in California to add to the existing statutes a law which 
we felt would encompass these people. 

That law specifically deals with advanced fee. It provides a defi- 
nition of advance fee and also provides that the definition be carried 
forward into the definition of a broker, business opportunity broker, 
business opportunity salesman, and also provides that within 3 months 
after the transaction the dealer would have to account to the person 
from whom he took the money for what he did with it. 

It also would open the books of the dealer, the broker, to the in- 
spection of the real-estate commissioner in the State of California, 
whether or not he had accounted to his client. 

Now, as a result of that law 

Senator Jackson. When was that passed ? 

Mr. McCuore. In 1955. It became effective the 1st day of October 
1955. 

Immediately at that time the hands of the real-estate commissioner 
and the attorney general of the State of California were tied by in- 
junctive proceedings which were now still pending in the courts of 
California. 

In other words, there is an injunction which prevents us from 
taking any action whatsoever against the firm which sued and ob- 
tained the injunction against the real estate commissioner and the 
attorney general of the State. 

That case is to come up for trial, I believe, the latter part of the 

ear. 
. In the meanwhile we cannot proceed against this particular com- 
pany for operating without a license. 

However, I might say as further background that with regard to 
another company operating in the State of California, in and out of 
the State of California, as has been explained to you gentlemen, we did 
proceed against them in two counties of the State of California for 
operating without a license. 

We had their salesmen and their officers arrested and they were 
presented with the proper proceedings in the court, a summons and 
complaint. 

The situation there would provide—it is a misdemeanor—it would 
provide for a $50 fine. So, the gentlemen came into the office and 
agreed to stipulate that they would go out of business in the State of 
California as a result of these two criminal actions taken, provided 
we would dismiss the actions pending in the local courts. 
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We countered and said, “Provided you make restitution to the 
people you have taken the money from.” 

As a result, they did stipulate themselves out of business in the 
State of California; as a matter of fact, in the entire western part 
of the United States. 

The cases were dismissed, and restitution was made to the victims in 
those instances. 

In the other States of the Union there have been four additional 
States which have enacted laws which are similar. They are: The 
State of Connecticut, where you gentlemen have been informed their 
law was held unconstitutional because they said you could not make 
ducks out of chickens just because you called them ducks. 

In other words, they were advertisers, they said they were adver- 
tisers, and we said they were in the business, opportunity business, 
or in the advance fee business, as such. 

But that was the final decision of the court. 

In the State of Maine they have a similar law and in the State of 
Nevada they have a similar law. 

In the other States they rely principally upon the old law that they 
should be licensed as real-estate operators, and that is it, because they 
claim they are taking listings. 

Senator Munpr. Do all the States have licensing laws for local 
realtors ? 

Mr. McCuure. Yes, sir; all of the States have laws which require 
that any one engaged in the real-estate business be licensed as real- 
estate brokers, or salesmen. In some States they have laws which 
require that anyone dealing in businesses, like business opportunities, 
some call them business chances, be licensed also under that cognomen. 

Senator Munprt. I notice the conference of western attorney gen- 
erals at their meeting in Portland in April of this year wrestled 
with this problem and came up with some suggestions. They passed 
resolutions, two of which were (1) that solicitors of this type should 
be required by Federal law to obtain a license and one of them was to 
take other steps with Federal legislation to meet the problem. 

The bill which we have before us takes those other steps by providing 
criminal penalties. 

My question to you, Mr. McClure, would be whether you thought 
this bill might be additionally effective if we put something in the 
law to the effect which could readily enough make it illegal for any 
of these organizations engaging in a real-estate sense to operate in any 
State of the Union unless it was licensed in the State in which it is 
domiciled. 

Your association and local licensing group, at least, would have the 
opportunity to stop them at the source. 

Mr. McCuure. My answer to that, sir, would be that it would be a 
wise thing to do. 

The manner in which you would go about doing it is another 
question, whether or not you could include that type of provision in 
the penal statute as you have set it up now, which we all apres is an 
excellent approach to the subject. 

Senator Munpr. It seems to me it would give you one additional 
epportunity and it would obviate the problem which Mr. Brookfield 
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mentioned, that we are all allergic to creating a new Federal agency 
and have everybody go through a license process. It would make it 
difficult for the honest fellow to get started. 

It would make it difficult for the licensing agency at the Federal 
end to determine whether or not they should give them a license. 

At the local level if you added that as another screen, suppose they 
were domiciled in Evanston, IIl., and represented things to the people 
of California, you could call that to the attention of the licensing board 
in Illinois what they were doing. 

If they operated without a license, there would be another way of 
specifying a violation under the Penal Code. 

Mr. McCuore. Yes, sir. 

Senator Jackson. Apparently there may be a constitutional prob- 
lem. However, this is something we can go into. I know, in the case of 
the Connally Hot Oil Act, they follow that principle in general. That 
is, if you move oil in interstate commerce which comes from a State 
where the operator has violated the laws on production of oil in that 
State, then it becomes a Federal offense. 

That is the closest thing I can think of offhand. I am not familiar 
with a lot of the other sections, but there is a bit of a constitutional 
problem. 

Clearly we could license individuals and firms, corporations, that 
will be engaging in interstate commerce, in the sale or disposition 
of real-estate businesses and so on. 

Senator Munpr. We have a whole book of illustrations in the com- 
mon law of 48 States where if you establish the legitimacy, complying 
with law in one State, you can comply in all. 

For instance, they do it in the whole field of insurance. I think 
we can explore at least the possibility of providing this additional 
screening. 

Mr. McCrvure. We would be in agreement with that, sir, any way 
it could be approached, or worked out. We want to say, however, 
that we are in accord already with the approach that is being used 
that we would not want to sacrifice that. 

Senator Munpr. We would not either. I am a little bit hesitant 
in moving in the direction of a Federal licensing arrangement. 

As an old States righter, from the deep Southern State of South 
Dakota, it would appeal to me to get the States to work something 
out. 

Mr. O’Donnetu. You have submitted two booklets, pamphlets, one 
is entitled “The Advance Fee Problem,” and the other is entitled 
“Supplemental Statement.” 

The contents of the Advance Fee Problem are a statement of the 
problem, national survey, resolutions adopted by the National Asso- 
ciation of License Law Officials, Western Conference of Attorneys 
General, board of directors of the National Association of Licensed 
Law Officials, home office of operating firms, report of status, indi- 
vidual States, and then in your supplemental you have submitted 
to us four affidavits of various salesmen who used to be employed by 
these various firms; is that correct ? 

Mr. McCuoure. Yes, sir. 

Senator O’Donneti. Mr. Chairman, may I have the Advance Fee 
Problem and the Supplemental Statement which I have just identified 
made an exhibit ? 
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Senator Jackson. Without objection, they will be identified as “Ex- 
hibits 10 and 11.” 

(Exhibits 10 and 11 were marked for identification and may be 
found in the files of the subcommittee. ) 

Mr. O’Donnetu. Mr. McClure, did you at any time talk to any 
salesman or sales manager of any one of these firms with regard to the 
amount of sales that were made? 

Mr. McCuure. No, sir; I have not personally done that. We have 
used investigators and my investigation is based on information which 
has come from the other States as well as the investigators in the 
State of California. 

Mr. O’Donne._t. What would that information that has come to 
your attention be? 

Mr. McCuvre. As to the amount of sales? 

Mr. O’Donnett. Right. 

Mr. McCuoure. Estimated in dollars and cents, you mean, or the 
volume ¢ 

Mr. O’DonneEtu. Either way. 

Mr. McCuure. Well, they are in the thousands as far as the volume 
of sales is concerned. We have the testimony of one of the officers of 
one of the concerns, recently given, and that is before the interim 
committee of the California State Assembly that is studying this 
same problem to the point that they are undertaking to amend existing 
law in California to assist in encompassing these people, the testimony 
there given was that they run about a thousand contracts a month, 
this one concern. 

The volume of business testified by the same gentlemen of the same 
concern is, as has been testified here earlier this morning, $2 million 
gross per month. 

Mr. O’Donne tu. That is only in the State of California. 

Mr. McCuure. That is one of the concerns that has its headquarters 
in the State of California. 

Mr. O’Donne Lt. All right, go ahead. 

Mr. McCuvre. Yet the question was raised a little while ago about 
whether or not this was intrastate or interstate. It is my opinion 
from the studies that I have made over the last 3 years that this is 
more of an interstate problem than it is an intrastate problem, the 
percentage being, I should say, 5 or 10 percent intrastate and the 
balance of it interstate in its character. 

As a matter of fact, in the pleading in the case, one of the pleadings 
in the case that I have already referred to, the one in California, 
where the injunction was secured against the attorney general and the 
real-estate commissioner for acting against this particular concern, 
they plead that they were operating in interstate and not intrastate 
and, therefore, our courts had no jurisdiction. 

Mr. O’DonneELu. Have you ever had any testimony from any sales 
manager with any of these companies with regard to the amount of 
property that is actually sold? 

Mr. McCuure. We have; yes. We have an affidavit in our files to 
the effect that over a 2-year period—this man was the sales manager 
of this concern—in 2 years in the hundreds of contracts that they had 
taken in there were two sales that might possibly have been the result 
of the activities of the concern. 
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Mr. O’Donnetu. You heard Mr. Brookfield testify this morning. 
Is there anything in the present-day operations that differ to any great 
extent from what he testified concerning past operations? 

Mr. McCuoureg. No, sir. 

Mr. O’Donnexu. Can you give us any illustrations and you may 
limit this to the type of persons who are the victims of advance-fee 
operators ? 

Mr. McCuvre. It has come to our attention in California from well 
over a thousand complaints that all of these people are little people. 
By that I mean to say they own some little business, a hairdresser, a 
fellow who has a hamburger stand, or a fellow who has a small-hotel 
operation, something of that kind. 

The fellow has gotten old; he wants to retire and he is looking for 
some way out. He does not want to let his friends know that he is 
petting out of his business, and he welcomes the opportunity presented 

y these people to talk to somebody about the possibilities of selling 
his property through a channel so his friends won’t go looking down 
his back. 

The expression this morning of Mr. Brookfield when he said, “They 
get you in a closet, they talk to you quietly on the side so your friends 
won’t know; that is just what they want; that is the type of presenta- 
tion they want.” 

So it is the little farm owner, the little operator, the widow, the 
widower, the man who has reached the end of the line and wants to 
quit his business, sell it and move out in the country—those are the 
types of people in the majority of cases. 

I don’t know of any case where it is not a little person. 

Mr. O’Donnett. In the main are these firms dealing with business 
opportunities or real estate, as such ? 

Mr. McCuoure. In the bulk they are dealing in business opportuni- 
ties, where a man owns a hamburger stand and he owns the hotel, he 
owns the property that goes along with it, so it isa package deal. He 
is trying to sell out. 

Mr. O’Donnetu. Do you know of any cases where the salesman 
has failed to raise the price that the seller was asking for the property ¢ 

Mr. McCiure. Where he has failed to? 

Mr. O’DonneELL. Yes. 

Mr. McCuoure. I don’t quite understand the question. Of course, 
they do that because they feel, in other words, “We have a national 
picture here. After all, we have these people clamoring for your busi- 
ness. Don’t be silly enough to ask for only $20,000 for this or $10,000, 
when we have people standing at the door and within 60 days we are 
roing to have these people off our list sent to you that will give you 

30,000, or $20,000.” 

Mr. O’Donnetit. What they do is boost the price. 

Mr. McCuore. That is right. 

The salesman benefits from that. 

So when he gets his 10 or 20 or 35 percent commission, it is reflected 
in the amount of money he can get out of the seller. 

Mr. O’Donnety. How do you feel about the bill which we have 
proposed, Mr. McClure? 

Mr. McCuure. Speaking on behalf of the National Association of 
License Law Officials, they adopted a resolution in support. of it. 
They believe that is a proper approach to this situation. 
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Discussions here this morning have probably opened other avenues, 
but be that as it may, nevertheless, we feel this particular approach 
is really one that will hit the nail on the head. 

Mr. O’Donnett. Do you have any comments with regard to the 
operation of the Federal Trade Commission in this field ? 

Mr. McCuvre. DoI have any comments? 

Mr. O’DonneELL. Yes. 

Mr. McCuurge. They have done a bang-up job as far as we are 
able to tell. 

The question is whether or not they have sufficient teeth in their 
law to take care of the situation, or if they have been able to do the 
job effectively, whether or not they can stem this tide that branches 
out like the dragon’s teeth. 

Every time they stop 1, the salesmen go out and start operating 5 
more pieces of business. It is interminable. 

This law here which has the teeth of the penalty by making it a 
felony to operate such a business or a business in such a way 1s the 
effective way. 

Mr. O’Donnetu. Do you have any comments in regard to the post 
office and their operations in this particular racket ? 

Mr. McCune. I don’t know what they have been doing with regard 
toit,sir. Icannot answer that question. 

Mr. O’DonnELL. Now, what we have been discussing, and I think 
we have been a little loose in our terminology, these fellows are not 
real-estate brokers, are they ¢ 

Mr. McCuure. No, sir. 

Mr. O’DonneELL. What they are are advertisers ? 

Mr. McCuure. Let me say this: They may be advertisers, but when 
they go to the man or the woman to make the sale they think they are 
dealing with a real-estate broker, or a real-estate salesman or a busi- 
ness-opportunities broker, or salesman. That is why they deal with 
them. 

Mr. O’Donnetu. But the contract in each and every instance is 
merely the sale of advertising; isthat correct? Iam not talking about 
oral representations; I am talking about the contract. 

Mr. McCuure. Ultimately that is what it results in, sir. It is an 
advertising scheme. 

Senator Jackson. Let me put it this way: The approach to the 
prospective customer is the same as would be made if a fellow were 
engaged as a real-estate broker. Do I understand this correctly? I 
am speaking of the verbal approach. 

Mr. McCuoure. I cannot say that because a real-estate man operating 
as such in the field would not make the pitches that are made in this 
kind of deal. 

Senator Jackson. Surely he would make them, but he would carry 
themout. That isthe point? 

Mr. McCuure. Yes. 

Senator Jackson. Let me revise my question: The point is that the 
salesman goes to the prospective seller and during the course of the 
conservation and discussion the seller certainly has the impression 
this fellow is going to sell the property ? 

Mr. McCuvre. That is right. 
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Senator Jackson. But when they get down to the written instru- 
ment, it is nothing more than a gimmick to sell advertising; is that 
not right? 

Mr. McCcoure. Yes. 

Senator Jackson. So that the only thing that is left is, as far as 
the seller is concerned, a written instrument that pertains to the sale 
of advertising, so the seller is out on a limb technically so far as any 
recovery of funds are concerned ? 

Mr. McCuvre. That is right; he is out on the limb. 

Mr. O’Donnewu. Mr. McClure, you have various exhibits, contracts, 
ca of that nature, which I think you want to make part of the 
record. 

Will you identify each and every exhibit and we will put them in 
the record. 

Mr. McCuoure. The first exhibit is documents of Universal Inter- 
change, Union Interchange. 

By the way, this Western States and Canada UI Buyers’ Digest 
is dated February 1958, volume 6, No. 2, and the other documents 
go with it in connection with that transaction. 

‘ “oN Jackson. That will be marked for identification as ex- 
ibit 12. 

(Exhibit No. 12 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. McCuure. The next item, Business Mart of America, Inc., 
successor to Charles Ford & Associates, documents in connection with 
their transactions. 

Senator Jackson. That may be made exhibit 13. 

(Exhibit No. 13 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. McCuiure. Documents having to do with the transactions of 
Charles Ford & Associates. 

Senator Jackson. That will be marked for identification as exhibit 
14. 

(Exhibit No. 14 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. McCuure. Documents that were used or are in use by Trans- 
continental. 

And may I, in presenting these to the members of the Senate com- 
mittee, point to the contract in the Transcontinental Clearing House 
application, particularly inasmuch as it is believed that that contract 
absolutely promises nothing, not even advertising. 

Senator Jackson. Exhibit 15. 

(Exhibit No. 15 was marked for identification and may be found in 
the files of the subcommittee.) 

Mr. McCuvre. The next and last item is the National Business and 
Property Exchange Buyers’ Guide and type of agreements in contracts 
for their operations. 

Senator Jackson. Exhibit 16. 

(Exhibit 16 was marked for identification and may be found in the 
files of the subcommittee. ) 

Mr. McCuoureg. That is all. 

Senator Jackson. Without objection, they will all be admitted for 
the purpose of reference. 
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Mr. McCuure. During the morning there were some questions about 
what type of people, what are their complaints. I have here a pam- 
phlet of the affidavits that have been secured from the victims in these 
cases. 

Senator Jackson. In the State of California? 

Mr. McCuvre. Yes, sir; that is correct. 

Senator Jackson. Would you mind turning that over to the com- 
mittee ? 

Mr. McCuvure. No, sir. 

Senator Jackson. That will be included as exhibit 17. 

(Exhibit No. 17 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. O’Donnett. I have no further questions, Mr. Chairman. 

Mr. McCuvre. That is all. 

Senator Jackson. Thank you very much. 

The committee will stand in recess until 2: 30 this afternoon. 

(Thereupon, at 12:15 p. m., the subcommittee was recessed, to re- 
convene at 2: 30 p.m. same day.) 


AFTERNOON SESSION 


(Subcommittee members present upon reconvening: Senator 
Jackson.) 

Senator Jackson. The subcommittee will resume sitting. 

The next witness will be William Parker. 

Will you raise your right hand? Do you solemnly swear the testi- 
mony you shall give before the subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God ? 

Mr. Parker. I do. 


TESTIMONY OF WILLIAM PARKER 


Senator Jackson. State your name. 

Mr. Parker. William Parker. 

Senator Jackson. And your residence. 

Mr. Parker. Alexandria, Va. 

Senator Jackson. And your business or occupation. 

Mr. Parker. Salesman. 

Mr. O’Donnetu. Mr. Parker, were you ever employed by any firm 
as far as the advance-fee operations are concerned ? 

Mr. Parker. I was engiored by the Business Mart of America. 

Mr. O’DonnELL. How long were you employed by them ? 

Mr. Parker. A little over 1 year, approximately 13 to 14 months. 

Mr. O’DonneEtt. What date? 

Mr. Parker. 1956 to approximately September, to November of 
1957. 

Mr. O’DonneE.t. Did you at one time serve 214 years in Jackson 
State Prison ? 

Mr. Parxer. That is correct. 

Mr. O’DonneEtt. What was that for? 

Mr. Parker. This was for uttering and publishing, sir. 

Mr. O’DonneEL. Did you also receive a 4-year probation period on 
a Federal count for misusing Government travel vouchers? 
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Mr. Parker. I received a 2-year-probation sentence. It was ex- 
tended to 4 years to enable me to make restitution. 

Mr. O’DonneEtz. Will you tell us under what circumstances you be- 
came employed with the Better Business Mart ? 

Mr. Parker. I was in New York City. I read an ad for salesmen 
in the New York Herald Tribune. 

Senator Jackson. By the way, first of all, where is that firm located ? 

Mr. Parker. Senator, I worked for them. I was hired by the New 
York branch. At that time it was Charles Ford, originally, when I 
was employed by them. They had the name changed later to the Busi- 
ness Mart of America while I was working for them. 

Senator Jackson. You worked out of the New York office? 

an Parker. Yes; part of the time. I later worked out of other 
offices. 

Senator Jackson. Where was their headquarters? 

Mr. Parker. Los Angeles, Calif. That is the main headquarters. 

Senator Jackson. I understand. They had a New York office and 
you worked out of their office ? 

Mr. Parker. Yes. 

Senator Jackson. Go ahead. 

Mr. O’Donnett. Continue, Mr. Parker. 

Mr. Parker. You want we to take it back to the time I was employed 
with them ? 

Mr. O’DonneELL. Yes. 

Mr. Parker. I read an ad in the Herald Tribune which stated that 
it asked for a master craftsman in the art of negative selling. The 
ad appealed to me. It stated from $18,000 a year up. I went up to 
the office there, phoned them, and sat in with approximately 18 or 20 
applicants in 1 hearing. They hired us fairly negatively at any time. 
They gave us a general idea of the operation and the way it was 
conducted and then closed by saying any one who was interested in 
the job go home and think it over and call them tomorrow morning. 
They would not contact any people. 

At that time I did not have too much money and waited until the 
people had left and went up to the regional director who had conducted 
the interview and asked if I could start immediately. He said, “If 
you know this type of thing, you can probably come in for training 
tomorrow and you can go to work in 3 days.” 

Mr. O’Donnett. Did you have a training period ? 

Mr. Parker. I had a 3-day training period. 

Mr. O’Donnett. You alone? 

Mr. Parker. I was ina group of approximately 12 men. 

Mr. O’Donnett. Was it a legitimate training period for the sales- 
men, or did they go into this misrepresentation ? 

Mr. Parxer. There was no misrepresentation made at that time. 
They showed us how to use the literature which we were going to be 
supplied with as sales aids. They showed us the way, the method 
in which to contact these people who were prospects. 

Mr. O’DonneEtt. What was the life of anyone of the persons who 
applied? In your group, there were around 15 or 20. A month later 
how many were still employed ? 
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Mr. Parker. The average man would not last but about 1 week. 
They stayed in that business only 1 out of 500 men to sell the deal, as 
they called it. That was the average. 

From my standpoint, I never saw too many men last. They were 
either very good right from the beginning or they would leave. It 
was a straight-commission job and the men had no incentive to stay on 
if they could not sell it. 

Mr. O’DonneEtL. How much did you receive as commission ? 

Mr. Parker. Thirty-five percent. 

Mr. O’Donne.t. Can you tell us generally how you operated, the 
mechanics of it and how you got leads and how you went out and 
solicited business ? 

Mr. Parker. The leads were issued from the New York office. They 
had information on them; they screened all these under $3,000. By 
that I mean the return envelope they handed you had been sent in 
by the prospect. On this card was his name, eldveie, approximately 
how much he wanted for his business and his type of business and any 
other confidential information that he wanted to enclose was asked for 
to be put in this envelope. They screened out everything under $3,000 
and gave these leads to us at that time. Then we were to go into the 
area where the leads were and, according to a program, contact these 

eople. 

P Mr. O’Donnett. Were the people that you contacted, basically 
speaking, dealing in a business of some type? 

Mr. Parker. I would say 80 percent of the leads that we had were 
businesses. However, we were told if it were not a business—well, I 
heard them this morning talk about ranches or farms, that type of 
thing, we were told never to turn down; that the company could always 
use it; they had plenty of buyers for commercial purposes. In other 
words, it if was on a thoroughfare, highway, or lot, something of that 
kind, that we had buyers who would make a business out of it; never 
to turn down anything. Eighty percent of the leads were for straight 
businesses. 

Mr. O’Donnetu. After you had the leads what approach did you 
make with the individual in selling? 

Mr. Parker. The first contact was always made, in the majority of 
cases I particularly used the telephone. Other men made a cold call. 

First of all, they told us one of the best methods would be to go in if 
it was a fairly large business or even a little business, to go into the 
business, first of all, and acquaint yourself with certain things about 
it without their knowing who you were. Later during your sales pitch 
you could make reference to the siding they had in the back, or the 
number of trucks they had. It would give them the air that you 
knew something about this business. Then you would make a phone 
call to the party. 

I might say at this point that the men were all equipped with 
olaroid land cameras by which they were to take pictures of these 
usinesses before they went in and later during the sales talk they 

could show a picture they had taken, they had evaluated it in their 
own mind before they talked with the person. 

The initial contact was made on the telephone with the party whose 
name appeared on the lead. 
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Mr. O’Donnetu. What would be the tenor of the conversation ? 

Mr. Parker. First of all, secrecy was the most important thing, you 
were told, to maintain. You were to ask him very flatly if he was the 
individual who had contacted you, if he knew who you were. Many 
of these people would send in leads and would not remember it. You 
would somehow make him very sure he was the party. After that you 
made an appointment on the phone with him. You qualified him, first 
of all, if he wanted to sell his tinea 

Secondly, you never let him set the time for the appointment. If he 
said 7 o’clock you said 8 o’clock. You bossed the job from the begin- 
ning. For example, you also screened him to the point that if he Ned 
partners that the partners must be present at the interview or if he 
was a businessman and married, that his wife must be present. 

First of all, in this business there was no such thing as “be backs.” 
You got the money while you were there. If the man’s wife was not 
there he would invariably say “I have to wait until tomorrow morning 
to talk with my wife.” By making the wife present you could make 
him come to a decision at the time you talked with him. If she could 
not be there, you would make him get her on the telephone and have 
her tell you that anything he did would be all right with her. 

Mr. O’Donnetu. Then you would make the approach to the indi- 
vidual and sell him. What did you use in your sales talk with him? 

Mr. Parker. Again I want to use the word “negative.” The entire 
thing was negative. First of all, we were told in the beginning that 
the company wanted a certain number of businesses in this particular 
area, that we were there and that we were the first people who would 
help select these businesses and the final decision would be made by 
the company itself. So the man immediately thought he would try to 
sell you on him. That was the idea. You came in more or less as an 
appraiser. You would introduce yourself as an appraiser for this 
company, for Business Mart of America. 

( At this point Senator Curtis entered the hearing room. ) 

Mr. O’Donnetu. How much background did you have ? 

Mr. Parker. I had none, but I do feel I became pretty good at it. 
After you call on a number of businesses you learn to appraise a 
business. 

Mr. O’DonneEtu. What was your approach ? 

Mr. Parker. In the sales talk? 

Mr. O’Donne Lt. Yes. 

Mr. Parker. First of all, you qualified him again. When you sat 
down the first thing you wanted to find out is if he had given other 
companies or your Own company any money previously. ‘The money 
did tell you that many times it was a trap for you, maybe he had given 
your company $300 4 years before and he was simply getting you 
there to try to find out what goer to that money, or he had given 
some other company money. he had given some other company 


money you were told it was a very hot prospect and in all cases it was. 
You screened for that, first of all. 

The next thing you would do with him after making sure his part- 
ner, his wife, was there, during the first talk you had to find out how 
much money he had. That was the most important question to ask 
him. You arrived at that by going slowly into whether he owned 
cars, how much his present cash balance there was in the bank. There 
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was no use in going for a thousand-dollar fee or $200 fee or $400 fee 
unless he had the ready cash. 

We were taught how to find out how much cash he had by ques- 
tioning. Once you had qualitied the fact that he could afford to pay 
a fee, then you went ahead with your sales pitch and your appraisal 
of his business, first of all. 

Mr. O’Donnetu. Generally, did you appraise his business higher 
than he set the figure for ? 

Mr. ParKker. Let me state, Mr. O’Donnell, that I would state as a 
salesman it was naturally—there were two things, I cannot state it 
was not done. When you are paid 35 percent you are going to learn 
to push his business as high as you think you can push it because it 
means more money in your pocket because the company itself had 
already told us, and I believe in the contract I have here you will 
notice that we were not supposedly the final decider, that we would 
submit a survey calling for a $20,000 sale of his business and that the 
survey board, using mechanical methods of IBM equipment, and a 
group of experts, would decide whether or not it would fit the com- 
pany’s business. 

What ever we submitted it at, if the company then accepted the 
business, then it was evidently worth that from their viewpoint and 
the viewpoint of the experts. In case it was not worth that amount 
of money his money was returned to him. That was part of the 
contract. So naturally the salesman had nothing to lose by upping 
the business. You never upped the sale of the business, for example, 
if he had a $100,000 business and you knew he had only $300 in the 
bank, you did not up the business because you knew you could not get 
a thousand dollars from him. 

Mr. O’Donnett. Did you use any brochure or anything in your 
sales pitch ? 

Mr. Parker. Yes, sir; I certainly did. 

Mr. O’DonneELL. Do you have any of that brochure with you? 

Mr. Parker. Mr. O’Donnell, I have a brochure from Business Mart 
of America. Over half of my employment was with them during the 
Charles Ford period. 

Mr. O’DonneELL. Does this brochure that you have from Business 
Mart pretty well generally follow the brochure you used with Charles 
Ford? 

Mr. Parker. With two very important exceptions. 

Mr. O’DonNEtL. What are they ? 

Mr. Parker. I do not mean any offense to the individual I am going 
to speak of at this point, but at the time they naturally sold me on 

oing with the company, first of all the most important sales aid I 

ad in selling was an article in Changing Times put out by Kiplinger 
magazine. I could simply show this Kiplinger magazine to an in- 
dividual in which he recommended this company and warned at the 
same time against other companies. In fact, the salesmen themselves 
felt with this company that if Kiplinger could recommend for a com- 
pany they were working for a ig, fa one. 

Senator Jackson. Did you say Kiplinger magazine recommended 
this company ? 
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Mr. Parker. Yes, sir. In all fairness to Mr. Kiplinger, I would 
like to make a further statement, that I have a personal experience, if 
I might—— 

Mr. O’Donnetu. Go ahead. 

Mr. Parker. At this time this was the only article given us by the 
company and it became quite effective in selling this deal. I had an 
experience here in Washington, D. C., later that I found out that 
Kiplinger had done his utmost to correct the mistake he had made 
in this article. I had gone through an appraisal of a foundry over in 
Maryland with a Wathineton supply house firm and they had a check 
ready for me for $1,500, ready to give it to me. I had appraised the 
business, and naturally I had used the Kiplinger letter as one of our 
references. When all of a sudden one of the employees who was in 
charge of disbursements had an acquaintance over at Kiplinger. He 
decided on one last call. He called over at Kiplinger and came back 
in and said, “Mr. Parker, we want you to take a physical look at the 
foundry tomorrow.” I didn’t mind. 

When I arrived they had the Kiplinger lawyer there and he im- 
mediately began to quiz me and asked me if I knew that Kiplinger 
had retracted this article later and I had never been aware of it until 
that point. 

I immediately got on the phone to the home office and said, “What 
do I do now?” They told me to get the hell out of there. That is 
exactly what happened. 

Mr. O’DonneE LL. I would like to show you this article in Changin 
Times. Will you identify the date on the cover, the date of the article 

Mr. Parker. Yes, sir; this is December 1952. We only used the 
cover and the back and the article was photostated on the two inside 
sheets. 

Mr. O’DonNELL. What is the name of that article? 

Mr. Parker. This is How To Buy (or Sell) a Business. 

Mr. O’Donnetxt. What particular language did you refer to in your 
selling ? 

: Parker. Naturally the first one you refer to is where Mr. 
Kiplinger said that “Ford requires the customary 1 percent retainer.” 

hat is the way in which I brought out the fact, it was the first time 
I read the article, that the man ever knew he was going to have to give 
you money. You would get him hooked with an appraisal. Get him 
all hot and bothered about his business. You finally had to tell him 
you wanted some money from him. Rather than tell him that, you 
would let Kiplinger tell him. If you said Kiplinger said it and it was 
customary, maybe he did not hear it, later on when you asked him 
for the money he would say, “I did not know there was any money 
involved.” You say, “Well, I just read it to you.” 

The utmost important part is when he bewares of the other com- 
panies and then recommends our company. 
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(The article referred to and letter dated July 10, 1958, with refer- 
ence thereto follow :) 


CHANGING TIMES, 
THE KIPLINGER MAGAZINE, 
Washington, D. C., July 10, 1958. 
Donatp F, O’DonNELL, Esq., 
Acting Chief Counsel, Permanent Subcommittee on Investigations, Com- 
mittee on Government Operations, Senate Office Building, Washington, 


Dear Mr. O’DoNNELL: On behalf of Changing Times, the Kiplinger magazine, 
I take this opportunity to submit the following statement with respect to the use 
by certain business brokers of an article published by Changing Times. 

In December 1952, Changing Times published an article entitled “How To Buy 
(or Sell) a Business.” This article described the problems that often face the 
owner of a small business who wants to sell out but lacks local buyers and has 
no way of contacting people elsewhere. A reliable broker can perform a legiti- 
mate and valuable service in such cases. But the article warned that some firms 
calling themselves business brokers do little more than collect retainer fees and 
it suggested a careful check before any broker is employed. 

In the course of the 1952 article, we mentioned that the largest national business 
brokerage service was Charles Ford and Associates, located in Chicago. The 
Ford organization was described, but was not endorsed or recommended in any 
way. I might add that Changing Times never endorses any particular services 
or product. 

Some months after publication of this article, it was reported to us that Ford 
salesmen were, without authority, using a quotation from the article in their sales 
literature. We demanded that Ford stop making such improper use of the article. 
Prompt assurances were received from the Ford organization. We were later 
informed, however, that Ford salesmen were continuing to use the article in one 
form or another for the purpose of soliciting customers. We made repeated 
demands upon the Ford organization to cease using our article, emphatically 
stating that the reported use was unauthorized. Each time we were assured that 
there would be no recurrence. 

In 1953 we also learned that another organization, Affiliated Business Brokers, 
Ine., had actually reprinted an altered version of the article in a promotional 
leaflet, in clear violation of the Kiplinger copyright. I promptly advised that 
company to cease distributing the leaflet in question. 

Complaints and questions from readers about business brokers led Changing 
Times to conduct a further investigation of such organizations. The upshot of 
this was a second article, published in November 1955 and entitled “Be Wary 
of Phony Business Brokers.” This article, although reiterating that there is 
a place for legitimate business brokers, warned that some brokers collect advance 
retainers and then do little or nothing to aid the sale of the business. While 
the article referred to problems common to a number of firms in this field, the 
Ford organization was mentioned specifically. The article noted that complaints 
had been made against this firm’s salesmen, that the real-estate license of one 
independent unit, Charles Ford & Associates of the East, had been revoked in 
the State of New York for fraudulent practices, and that Charles Ford & Asso- 
ciates of the West had come under fire in California because of its salesmen’s 
promises. 

In May of 1957 we found it necessary to publish in Changing Times a further 
warning to subscribers to the effect that certain Ford salesmen were using an 
old Changing Times reprint. This warning read as follows: 


“SELLING YOUR BUSINESS? BEWARE 


“Certain salesmen, on behalf of Charles Ford and Associates, are using an 
old reprint from Changing Times to solicit individuals who have businesses 
to sell. Such use of Changing Times material is completely unauthorized. No 
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business broker or salesman has the recommendation of Changing Times, which 
endorses no specific company or service. Be particularly wary of any broker 
or salesman demanding a prepayment fee. To see the most recent article carried 
on this subject in this magazine, send 10 cents to the Changing Times Reprint 
Service, 1729 H Street NW., Washington 6, D. C., for a copy of Be Wary of Phony 
Business Brokers.” 

This warning makes plain our position. Changing Times does not endorse or 
recommend any specific product or service. Any use being made of material 
from Changing Times by salesmen of business brokers violates our policy and 
express instructions. We have made every effort to halt the unauthorized 
use of the 1952 article. 

Please let me know if we may be of any further help to the subcommittee in 
its investigation. 

Sincerely, 
Hersert L. Brown, Jr., Managing Editor. 


{From Changing Times, the Kiplinger Magazine, December 1952] 
How To Buy (or SELL) A BUSINESS 


It’s not as easy as it looks; here’s some advice that may save you 
time, money, and sleepless nights, 


Buying or selling a business is like many another misunderstood skill that 
looks easy—if you've never tried it. Most people figure that you advertise in 
the want ads and then sit back and wait for the best offer to come along. But ask 
a business broker, and he’ll put you straight. Negotiating a business sale is an 
undertaking that’s loaded with pitfalls that can cost you thousands of dollars, not 
to mention the agony of waiting for a buyer who never turns up or winding up 
with a business on the verge of bankruptcy. 

Take Tom Burns, for 25 years the proprietor of a thriving appliance store. 
One day the doctor cautions Burns to move to a more healthful climate. Burns 
must sell his business, so here’s what he does. 

An honest man, he tells his employees he is selling out, and of course the whole 
town knows about it the next day. Anxious for a quick sale, Burns whittles his 
asking price to a rockbottom sacrifice figure. Then he places a box number 
business opportunity ad in his local newspaper. 

Already Burns has stumbled into trouble—with dire results. Not that his ad 
isn’t effective. In no time, Burns has a dozen inquiries, each saying in effect, 
“I'm interested. Send complete details.” Burns thus finds himself temporarily 
in the mail-order business, corresponding with prospective buyers. Meanwhile, 
strange things begin happening to his appliance business. Within a week his 
best salesman and his bookkeeper quit for other jobs, and sales are falling fast. 

After 3 months of showing his store to folks who are vaguely interested in own- 
ing a business or who are just curious about how a neighbor makes a living, Burns 
winds up with 2 promising prospects who, in the end, turn cold on the deal. His 
business becomes less and less marketable, and Burns scratches his head and 
wonders what happened. 

To the expert, it’s obvious. In the first place, secrecy is essential in selling a 
business. Burns’ employees got jumpy when they learned he was selling out 
and they would soon be working for a new and unfamiliar employer. So they got 
busy and found new jobs. Burns’ customers got wind of things, and realizing 
that appliances purchased from him would have to be serviced by a new owner, 
took their business elsewhere. Burns himself was so preoccupied showing his 
store he had no time to doctor an ailing business. When he did flush several 
good prospects, his sacrifice price tag frightened them off. They suspected that 
Burns was in some sort of trouble that required a quick sale, and they decided 
against buying. 

Happily, Burns is a hypothetical case, but there is nothing hypothetical about 
his blunders, for they are made every day by otherwise shrewd people who assume 
that anyone can sell a business. Listen to this sobering advice from a leading 
business broker: “Most bankruptcy sales result from the simple fact that the 
owners of these ill-fated businesses did not know how to dispose of their invest- 
ment. They dragged along making one mistake after another until their busi- 
nesses became literally unsalable.” 

Don’t think buying a business is any easier than selling one. Bob Wood, to 
cite another hypothetical case, has long hankered to own a business. Now he has 
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found a promising hardware store in a Southern State where the climate is ideal. 
A visit with the owner, a friendly southern gentleman, convinces him that the 
business is prosperous and well established. The price placed on good will 
appears to be a trifle high, but overall the investment looks sound. Wood realizes 
he needs a professional auditing of the books, but to hold this excellent discovery, 
he makes an earnest money payment and enthusiastically signs a contract to buy. 

Wood is now about to receive his education in buying a business. Although 
many a successful deal is made between principals in widely separated States, 
the buyer is at a disadvantage unless he has some knowledge of local business 
conditions, such as the availability of qualified help, prevailing wage rates, cus- 
tomer buying habits—all of which wlil influence the success of his business in an 
unfamiliar community. If Wood buys the hardware store, he may discover, too 
late, that qualified workers are scarce and that he himself is shouldering most, 
if not all, of the work. 

Even more serious is the high-priced good will the store offers. Good will is 
fine for the man who owns it, and usually worthless to the man who tries to buy it. 
How much would you pay for Bob Hope’s good will as a comedian? The man 
who has been in business over the years has customers who continue to patronize 
him simply out of friendship. They may have wanted to try a competitor, and 
you can be sure they will when the old friend sells out. Actually, the best buy is 
often the business with a minimum of good will and an owner who is roundly 
disliked by everyone. Then you, the new owner, can begin building your own 
good will. 

It is always unwise to do what Wood did and sign an instrument without a 
lawyer’s advice. Yet he and other prospective buyers of businesses go right on 
signing ‘simple papers” that actually obligate them to purchase—unconditionally. 
No provisions made for a preliminary auditing, a joint inventory taking, or fur- 
nishing of credit information, and no clear-cut understanding on the division of 
taxes—to mention a few of the specific matters that should be covered in a 
contract. 

Let’s leave Wood with his problem and look at some other questions you should 
consider in buying or selling a business. 

“Should I use an ad?” Although many businesses are bought and sold as a 
result of newspaper ads, they have their disadvantages. A blind ad, as noted 
earlier, leads to time-consuming correspondence. An ident:fied ad makes public 
your intentions. And in either case you limit your prospects to the newspaper 
coverage area. Actually, most businesses are sold to buyers from a different 
community, and many are sold interregionally—New Englanders buy businesses 
in the South, and midwesterners buy in California and Arizona. A newspaper 
ad is most effective in selling businesses for which there is a broad local market, 
notably restaurants and taverns. 

“Should I hire a broker?’ It’s an excellent idea, especially if you're trying 
to buy or sell a business for which the local market is limited. Furthermore, a 
broker keeps a deal under wraps until it is consummated. 

Most important, a reliable broker knows how to spot the significant facts about 
any particular business. Satisfactory profits-versus-investments ratios vary 
widely. A large firm may be happy to earn 5 percent on capital investment, while 
a very small business may earn 100 percent or more on invested dollars. Thus, 
generalizations are impossible. 

If you are buying, the longer the earnings history made available to you the 
better, and.a broker will help you interpret it. One-year figures may reflect ab- 
normal market conditions and abnormally swollen profits. Five-year figures will 
indicate whether a business has been growing steadily, or whether it has been the 
victim of peaks and valleys. In many States it’s possible to check a company’s 
reported sales against sales tax records—something the broker can do for you. 
Most brokers also will help a buyer arrange financing. 

You may run into trouble, however, in finding a competent business broker. 
There are brokers who specialize in business transfers in large cities, but they are 
extremely scarce in smaller communities. Even the larger brokers tend to con- 
fine their operations to their own metropolitan area, and beyond that area their 
marketing facilities are usually sketchy. Only a few big-time brokers operate 
nationally. 

“How can I check on a broker?’ Here are some pointers. Most business 
brokers will ask for a retainer, probably 1 percent of the asking price of a busi- 
ness. If, in return, a broker guarantees to sell your business, be wary. No broker 
can honestly promise a sale. If your broker claims nationwide marketing facili- 
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ties, you are entitled to see evidence that such facilities really exist. How many 
associated brokers does he have and where are they located? How are communi- 
cations maintained between associated brokers? Does the parent firm advertise 
regularly on a nationwide scale? 

One strong word of caution: Unfortunately, there are firms calling themselves 
business brokers whose principal business is collecting retainer fees. Check a 
broker’s reputation with your better business bureau, with your chamber of com- 
merce, or with Dun & Bradstreet—particularly if he is hazy about what he will do 
in return for your retainer fee. 

The Nation’s largest business brokerage service, Charles Ford & Associates, 
of Chicago, has 260 associated brokers scattered across the United States and in 
Hawaii. The firm will handle about $300 million in business sales this year, 
but to attain this volume, Ford advertises for buyers and sellers in 1,500 news- 
papers and 200 trade papers and on some 50 radio stations. Ford publishes a 
monthly “Business for Sale” directory that averages more than 300 pages and lists 
upward of 2,000 business offerings throughout the United States. The directory 
goes to 9,000 brokers, realtors, bankers, and prospective buyers. In addition, Ford 
maintains two files, one that lists some 24,000 businesses for sale, another that 
contains thousands of names of buyer prospects. These file are constantly cross 
checked to match buyers and sellers. No business is listed for sale before it 
has been inspected and appraised, and approved as a good risk. 

There are many other good brokers, of course, but Ford with its nationwide 
affiliation of brokers comes closest to being a kind of national stock exchange for 
business transfers. Ford requires the customary 1 percent retainer. The firm 
does not guarantee to sell a business, but it does issue a performance bond stipu- 
lating that a property will continue to be advertised in its various mediums until 
it is sold. When it is sold, Ford charges a 5- to 10-percent commission, which 
includes the 1-percent retainer. 

“Why not start a new business?” Okay, if you have some money and want a 
business, maybe it would be wiser to start a new enterprise. But if it means com- 
peting with an established firm, don’t overlook these considerations. 

To launch a competing firm, you must select a location, rent a building, sign a 
lease, buy merchandise, hire a staff, and straighten out a tangle of legal problems 
before you open. And most new businesses operate at a loss for varying periods 
until they’re over the hump. Thus, you make a substantial investment in time and 
money in hope of catching up with an established competitor. 

Not that it can’t be done. But unless your potential competitor has obvious 
weaknesses that would give a new firm a better than average chance to succeed, 
a new business is a bigger gamble than a going business. 


[From Changing Times, the Kiplinger magazine, November 1955] 
Be Wary or PHONY BusINESS BROKERS 


Trying to sell your business? Use extra caution if a company de- 
mands money in advance. 


(This article is based on a field investigation conducted as a result of many 
queries received by Changing Times) 


If you are trying to sell your business, keep your eyes wide open: there 
are some phonies and near phonies among those who claim nationwide brokerage 
services and who demand money in advance as a retainer fee or a prepayment for 
advertising. 

In the last 5 years at least 20 and probably as many as 30 prepayment 
business-brokerage firms have sprung up. Some of these actually perform 
the services of a broker. Others, at best, can be termed fringe operators. 
According to a conservative estimate, businessmen have paid these advance-fee 
firms $5 million. One firm alone is alleged to have taken in $1,400,000 while 
spending $165,000. 

Advance fees may be set at 1 percent or more of the asking price of a business 
for sale or they may be flat sums ranging from $150 upward. 

What do you, as a would-be seller of a business, get for these fees? In a 
few cases, excellent advertising and well-handled promotion. Too often, how- 
ever, your return consists of brief listings in local and metropolitan newspapers 
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and a description of your business in a catalog or flier mailed to real-estate 
brokers. 

The fees do not cover the ordinary percentage commission that you expect 
to pay a broker when your business is sold, although occasionally they are 
deducted from brokerage commissions. 

Are sales made? Undoubtedly some are, but it is difficult to be sure how many 
because most owners of prepayment brokerage houses refuse to comment on their 
success or lack of it. 

Complaints have been made by hundreds of dissatisfied clients of some of 
these outfits. Many of those who complain say that not only were their busi- 
nesses left unsold but no prospects, or very few prospects, were turned up. 

E. F. Ross, deputy to the Oregon real-estate commissioner, summed up the 
situation in that State like this: 

“I have personally investigated many complaints against these concerns. I 
would not attempt to make a guess as to the amount of money that they ob- 
tained here in Oregon on their advance-fee listments. It would be a tremendous 
amount. 

“I traced down an operator in the central part of our State who collected 
in the neighborhood of $32,000 in a matter of approximately 2 months. This 
was about 2 years ago.” 

Ross added that he had yet to find a satisfied customer of one of the concerns 
or a case in which one of the companies was “ever successful in being a part 
of closing a real-estate transaction.” 

John W. Hobbs, secretary of the Missouri Real Estate Commission, estimates 
that several companies have collected over $100,000 in Missouri “with no sales 
reported.” 

HOW ADVANCE-FEE BROKERS WORK 


It is important to understand, first off, that unlike business brokers who 
operate solely on commissions from sales, most advance-fee operators have little 
or no expectation of ever collecting a brokerage commission. They are pri- 
marily interested in the initial payment. 

Few of the firms expect to make a sale directly. If sales are made, the 
transaction in many cases will go through a regular broker in or near the 
hometown of the buyer. And you, as the seller, will be called upon to pay that 
broker his regular percentage. 

Therefore, in most cases, what you buy from the advance-fee companies is 
advertising and only advertising. If you know that and consider the service 
worthwhile, well and good. 

Most of the trouble, however, comes in the case of those companies whose 
representatives imply that they will sell your business though the contract binds 
them only to advertising it for sale. 

With that truth in mind, take a closer look at the way many of the com- 
panies that engage in this practice work: 

Your name as a prospective business seller is somehow procured by the 
company itself or by one of its local salesmen. Perhaps you responded favor- 
ably to one of the selling letters from the home office or requested further infor- 
mation after reading an ad. Perhaps you inserted an ad offering your business 
for sale in the local paper, and a salesman spotted it. 

At any rate, you will quickly have a visit from a salesman representative, 
This personable and fast-talking man will sound like the answer to your prayers. 

He will talk about the great “migratory population” until you are sure that 
everyone in Maine wants to buy a business in California and vice versa. He will 
speak of the futility of counting on local realtors who have no contact with 
people thousands of miles away. 

He will talk of his company’s national facilities and its thousands of 
“affiliated” brokers over the Nation. He will go on about multi-million-dollar 
listings and fat sales. 

Probably, he will pooh-pooh your modest asking price and strongly advise you 
to raise the figure by several thousand dollars. He will make it hard to keep 
in mind that an inflated appraisal gives his firm a bigger retainer fee and may 
give you a slimmer chance of selling. 

Very often, he will clinch his argument with the description of a particular 
client who wants to buy a business exactly like yours. He may intimate that 
the sale is in the bag if you act quickly. He may all but guarantee a sale within 
10 days, 3 weeks, 6 weeks. 

29872—58——4 








46 MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 


IGNORE THE PROMISES 


The thing to remember as you listen to this sort of spiel is that you may not 
be able to hold the firm to its salesman’s promises. 

The only thing that binds a company is the contract you sign, so try to ignore 
rosy talk and concentrate on cold type. Naturally, contracts offered by different 
firms vary widely, but here are some points prominent in many of them: 

1. There is no guaranty of a sale, but only a promise that the “broker” will 
exert his “best efforts” to that end. Fancy performance bonds with gold seals 
guarantee practically nothing. 

2. Many of the contracts actually promise only that for a fee the firm will 
place ads offering your business for sale in unspecified newspapers, will insert 
a description of your business in one or more issues of its catalogs or will get 
up a flier or brochure describing the property, and will mail such material to 
brokers, banks, and other interested parties. 

3. In most cases no promise is made to refund your initial fee. A few 
firms may agree to deduct the fee from the commission if they make the sale 
themselves. ; 

4. The implication may be strong that the whole fee will be used to buy adver- 
tising and otherwise promote the sale, but in actuality the salesman will take 
up to 35 percent as his commission and the firm will slice off another hunk for 
expenses and profit, leaving as little as 5 to 15 percent to buy advertising. 


WHAT HAPPENS WHEN YOU SIGN 


Complaints from disappointed customers center around exaggerated claims 
made by salesmen and do-nothingness on the part of the firms. 

Take the case of the midwestern florist and his wife who recently wrote to 
Ghenging Times after having given money to not 1 but 2 advance-fee business 

rokers. 

The couple first parted with $150 on the insistence of a “very cultured type 
fellow, a real gentleman,’ who was sure the business would be sold in 6 weeks, 
Three months later the couple received 42 copies of a flier describing their busi- 
ness. These they were to mail out themselves. A little later came word that 
similar fliers would be sent out to brokers. 

The second caller at the shop was a “fast-talking fellow” from another com- 
pany, who described in minute detail the qualifications of a buyer he had in 
mind. He got $250 for expenses to fly out to see the prospect. 

A month later the couple learned that the man had been fired by his company 
8 days after he cashed their check. The company so far has refused to hold 
itself responsible. 

Another man, the owner of a food specialty shop, wanted to list his business 
for sale for $135,000, but the salesman talked him into raising his price to $300,000. 
He paid an advance fee of $1,125. After numerous inquiries the man was told 
that ads had been placed in 17 newspapers and that 16 buyer prospects had 
answered. None was interested enough to go see the business. 

A Minnesota man was induced to raise the asking price for his business from 
$16,000 to $25,000. After spending $250, he has a fancy guaranty bond, and 
he is still asking. 

ONE FIRM’S HISTORY 


Many small businesses have a real need for a service that will bring a business 
seller in one part of the Nation in contact with a business buyer in another. 
It was on the basis of this need that one of the largest of the firms that charge 
advance fees got its start. The firm was a Chicago company called Charles 
Ford & Associates, Inc. It was founded in July 1950 by Charles C. Solk, a 
Chicago furrier. 

The firm set up a network of hundreds of “affiliate” brokers around the country. 
Exclusive brokerage contracts between the client and Ford required no advance 
fee, but nonexclusive contracts cost from 1 to 2 percent of the asking price for 
advertising. 

Opportunities were listed in a catalog periodical, Business for Sale, and in a 
large number of newspaper ads. 

In late 1952 the Charles Ford organization was split into four companies, and 
in January 1954 Charles Solk and his son, LeRoy, sold three of the companies 
to other interests. The four cooperating companies became Charles Ford & 
Associates of the Midwest in Chicago (with Solk and son still at the helm), 
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Charles Ford & Associates of the West in Hollywood, Charles Ford & Associates 
of the East in New York and Charles Ford & Associates of the South in Atlanta. 


COMPLAINTS FROM CLIENTS 


Clients of these firms have complained that salesmen made verbal promises 
that the companies did not live up to, and that advertising and promotion did not 
come up to expectations. In the case of some of the companies, complaints were 
filed with better business bureaus, the National Association of Real Estate 
Boards and State real-estate commissions. 

The firms were usually able to reply that they had performed everything 
guaranteed in the written contracts. But trouble came nevertheless. 

In New York State, the division of licenses, on July 6, 1954, found Ford of the 

East “guilty of fraudulent practices” and revoked its New York real-estate 
license. 
A. S. Wechsler, director of licenses, pointed out in his determination in the 
ease that one salesman had testified he had sold 200 contracts in 2 years and 
‘had earned—on his 35 percent commission—$27,000. The salesman said that 
no sales were made as a result of the contracts. 

Another witness, who claimed to have acquired all of the capital stock of the 
company, testified that listings were not considered as assets of the firm. 

In June, Howard L. Smith, president of Charles Ford & Associates of the 
East informed Changing Times that his company was in the process of liquidation. 

The Atlanta firm, Charles Ford & Associates of the South, is not licensed to 
sell real estate in its home State, according to the Georgia Real Estate Com- 
mission. 

In Arkansas a temporary restraining order went into effect last March to 
prevent the southern Ford firm from operating there. 

Charles Ford & Associates of the West has come under fire in California. 
An accusation was filed before the State’s real-estate commissioner charging that 
12 of the firm’s salesmen made false promises to 20 prospective clients. The 
case sought revocation of the real-estate and business-opportunity licenses held 
by the firm, 2 officers and the 12 salesmen named. The proceeding has been 
discontinued against the company and several individuals who agreed not to 
seek renewal of their licenses. It is still pending as to the remaining individuals. 

Charles Solk, president of Charles Ford & Associates of the Midwest, told 
Changing Times recentlyi that his company now has a license as a real-estate 
broker in only one State, Illinois. He said that pressure by local real-estate 
interests to keep outsiders from operating within the States made him voluntarily 
drop licenses. However, in at least one State, Missouri, the company’s license 
was not renewed prior to July 1954, when the firm adopted a new plan. 

Under the new plan, the Chicago firm says, it will act as a broker only in 
Illinois and in the few States where brokers’ licenses are not required. Else- 
where, according to Solk, his company is a wholesaler of business advertising 
space. 

Advance charges under the new contracts have no relation to the asking price 
of the business or to ad linage but are based solely on the number of newspaper 
insertions and the number of circulars mailed. Here is what the contracts 
provide: 

For $150, a Ford “Offertunity” circular describing the business is to be malied 
to 400 brokers, the seller to be furnished with additional copies to mail himself, 
and copy about the business to be inserted in one newspaper display ad. For 
$250, 600 circulars and mention in 2 monthly ads; for $300, 700 circulars and 
insertion in 2 ads; for $350, 800 circulars and 3 ad insertions. 

From then on under the contract it is a do-it-yourself project for the seller. 
He dickers with nibblers. Complaints are not so numerous since the new deal 
went into effect. 

ACTION ON VARIOUS FRONTS 


The Ford organization is not the only advance-fee company that has found the 
road difficult. 

In 1954, for example, the Chicago Better Business Bureau forwarded 100 com- 
plaints against 4 Chicago advance-fee firms to the Post Office Department for 
investigation. 

The Post Office Department has also receive complaints against at least three 
other firms, and the Federal Trade Commission has had similar complaints. 
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The National Association of Real Estate Boards’ committee on professional 
standards has issued this decision on the problem : 

“The committee considers it unethical for any real-estate broker to demand or 
compel payment of an advance listing fee for listing of property for sale or lease. 
The board of directors, however, does not consider it unethical for real-estate 
brokers to make an advance charge for actual costs such as special advertising, 
brochures, special signs and extensive display advertising, provided that proper 
accounting is made of the disposal of all such advertising charges.” 

The National Association of License Law Officials, made up of State commis- 
sioners, in 1953 denounced the advance-fee system where no serious effort was 
made to effect a sale for the client and called on its members to fully enforce 
State laws. 

PROTECT YOURSELF 


Selling a business is a tough job, but getting involved with an unsatisfactory 
broker won’t help. So before you put out any advance fees, take these precautions: 

1. Check the credentials of the salesman, but don’t put too much faith in them. 

2. Check on his firm with Better Business Bureaus and State licensing bodies. 

8. Read the contract carefully, preferably with the aid of a lawyer. Expect to 
get exactly what is in the contract and no more. 

4. Ask yourself whether you could more cheaply insert your own ads in trade 
publications and newspapers. 

Then hesitate some more. 


Mr. O’Donnett. That is the Kiplinger article. What other gim- 
mick, if I may use that word, did you use so far as your sales pitch? 

Mr. Parxer. First of all, I think the strongest gimmick in selling 
was the fact that the appraisal would be made not only by us. If 
we happened to be wrong, the company would run the information 
that we submitted on a survey through IBM equipment and the 
buyer and seller would be matched; if this man’s business did not fit 
in any manner with the survey that we had submitted, that it would 
be rejected. 

The contract then called for the fact that if it were rejected, the 
money would be returned to the individual. In other words, it states 
here: 

This agreement shall become effective only when accepted by your office in 
New York, N. Y. You shall notify me of such acceptance by returning to me the 
signed performance and guaranty certificate. In the event this agreement is 
not effected, the entire sum will be refunded. 

We had a great salesaid. We had approximately 30 letters of rejec- 
tions to other individuals in which they had turned down the busi- 
ness. I later found out that those rejections were always mailed out 
when the check bounced or something else happened. They would 
always write a letter of rejection. 

Mr. O’Donnett. You represented to the prospective seller that (1) 
“We probably have a person who wants to hay your business. How- 
ever, when we send in your name it will be checked through an IBM 
machine to find out if we do have a buyer for your business. If we 
do not have a buyer for your business, you will get a refund.” 

Mr. Parker. That was never stated. In fact, it was implied. You 
had the literature to imply it. If the question was asked you, you 
simply pointed to the contract and showed where the money would 
come ake Of course, they never rejected anything other than I just 


said; they took everything. In fact, it was a very important thing— 
when I began to really realize the type of operation I had been in— 
and I have been in many operations in which I usually know the type 
of thing it was—I began to be aware that the survey meant nothing 
because as fast as the contract you wrote hit the home office they would 
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then mail out the performance guaranty and it did not have time to 
go to any survey board or anything else. The man could still legally 
cancel this deal until this was put in the mail. So this was put in 
the mail as fast as they could. 

Mr. O’Donnetzt. You would generally take checks from indi- 
viduals? 

Mr. Parxer. Except in cases of bars. Bars never paid me anything 
but cash. They always had some hidden money to pay you cash. I 
never took a check from a bar. 
pri O’DonneELL. What did you do with the check after you received 
it 

Mr. Parker. Wehadastamp. At the time that the prospect or the 
customer wrote out the check we would stamp it on the back. It said, 
“Please exchange for cashier’s check or bank draft,” and you would 
have the man sign it. That was to stop any trouble at the bank. At 
the customer’s request the bank would then give you a cashier’s check 
or secure funds in that manner. We were never paid ours until secure 
funds were gotten. We were told to get to the bank as fast we could 
possibly get there and to stay overnight, if necessary, to go to the bank 
and secure funds. 

ae O’Donnett. Did you ever have any trouble with any banks as 
such 

Mr. Parker. Baltimore is very rough. They are very smart in 
Baltimore. The bankers in Baltimore are actually very smart. They 
want to call the prospect and ask him if he realizes what he is doing. 
In smaller towns, particularly if you took a check of $1,000 or $2,000, 
that banker wanted to know whether that one or two thousand dollars 
was going out of his little town. 

Very often we had instructions on what to do if that came up. The 
instructions were to state they were dealing with Business Mart of 
America’s money and we are to get on the phone with our regional 
director and if they did not release those funds the State bank exam- 
iners were to come in immediately. 

Mr. O’DonneE.L. How effective was that ? 

Mr. Parker. Every banker I ever said that to would give us the 
money. 

ie OrDensinn. Did you ever run into a situation where the victims 
or the sellers or the clients suggested that you should see their lawyer 
before you close the deal ? 

Mr. Parker. I would say in 30 or 40 percent of the cases. 

Mr. O’DonnELL. What would be your reaction to that ¢ 

Mr. Parker. That is the easiest sale you can make. 

Mr. O’DonnELL. What do you mean by that ? 

Mr. Parker. First of all, there are two reasons for that. We were 
told, and on the contract you will notice here this company—I know 
the operations of the other companies, this company operated a little 
bit differently and it was a little easier to sell—there was a spot here in 
which it says, “Designated selling agent.” Now in most of the towns 
or cities across the United States lawyers can act as brokers without 
extra licenses. In a few cases they cannot. We would simply tell 
him the lawyer—this is what the company told us to tell them and they 
told us they did it in this manner—could get from 2 to 3 percent of 
the total sales price when the business was sold, so naturally he would 
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approve the deal. If it was a $10,000 deal, he would make 2 or 8 per- 
cent, paid for by the company. You would insert his name in the 
contract that he would act as sellin agent. 

Mr. O’Donnett. Did you ever ei any indication where you con- 
tacted the lawyers where the contract was not signed by the victim as a 
result of going to the lawyer ? 

Mr. Parker. I have had that happen a couple of times. I have had 
it happen 3 or 4 times. 

A good lawyer, I would imagine, would make certain calls or checks. 
However, usually the lawyer would just, if he knew of the advance 
fee he would not go for it. But that was very seldom. 

Mr. O’Donnett. You had a brochure that you took with you at the 
time ye were trying to make a contact. Will you open that up? I 
would like to talk to you about it. 

Mr. ParKer. Yes. 

Mr. O’DonneE Lt. In that brochure there is a piece of paper that says: 

BMA, authorized representative, bonded in the amount of $2,500 by the Home 
Indemnity Co., William Parker. 

Then it goes on to state that you are a survey representative and so 
on. 
Can you give me the date of that? 

Mr. Parker. This one here states April 3, 1953. 

Mr. O’DonneELL. Were you working for the firm at that time ? 

Mr. Parker. No, sir. 

Mr. O’Donnett. When did you go to work for them ? 

Mr. Parker. In 1956. 

Mr. O’Donneti. When were you in fact bonded ? 

Mr. Parker. I cannot state whether I was or not. I told them 
I was not bonded when I first went up for the job. They had made 
that a requirement during the talk. After the talk was over I said 
I was not bondable. They may have had a blanket bond, I don’t know. 

Mr. O’Donnext. Will you open up the brochure? You have an en- 
velope in there that has some cards. Will you take out those cards? 

One of those cards says: 

Los Angeles Chamber of Commerce, member 4 years, Business Mart of America, 
Inc., member. This membership expires May 1958. 

Is that correct ? 

Mr. Parker. Yes, sir. 

Mr.O’Donnetx. Youshowed that to the rospective client ? 

Mr. Parker. Yes, sir. We had a little book that held about 10 or 
15 of these cards. You could show them all your references at one 
time. 

Mr. O’DonneLt. Mr. Chairman, I have here a letter dated July 11, 
1958, directed to me from Howard A. Miller, assistant general mana- 
ger of the Los Angeles Chamber of Commerce. In effect, the letter 
states : 


This card— 
referring to this card— 


ordinarily goes to the head of the firm or to the particular party designated as 
the representative of the firm, for participation in the work of the chamber. 
Copies are not made available to salesmen to be used in their sales activities 
and, to the best of our knowledge, no duplicate cards were made available to 
Business Mart of America. 
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I would like to have this in the record. 

Senator Jackson. Without objection, it may be included in the 
record at this point. 

(The letter referred to follows :) 


Los ANGELES CHAMBER OF COMMERCE, 
Los Angeles, July 11, 1958. 
Mr. Donatp F. O'DONNELL, 
Acting Chief Counsel, Senate Permanent Subcommittee on Investigations, 
Senate Office Building, Washington, D. C. 

Dear Mr. O’DONNELL: This is in response to your inquiry concerning Business 
Mart of America. 

As indicated by the card which came to your attention, this firm was a member 
of the Los Angeles Chamber of Commerce but was dropped from membership 
earlier this year. As with all members, the company was furnished with a mem- 
bership card. This card ordinarily goes to the head of the firm or to the particu- 
lar party designated as the representative of the firm, for participation in the 
work of the chamber. Copies are not made available to salesmen to be used 
in their sales activities and, to the best of our knowledge, no duplicate cards 
were made available to Business Mart of America. 

It is the policy of this chamber not to solicit or accept memberships of organ- 
izations engaged in illicit or unethical practices and if we find that any member 
has been so engaged he is dropped from membership. Since we have some 5,000 
members, you will appreciate that it is not easy to always have the proper check 
of the activities of every one of these but we do try to protect against the cham- 
ber’s being used in any manner that will be disadvantageous to the community, 
or to any individual. 

Cordially, 
Howarp A. MILLER, 
Assistant General Manager. 


Mr. O’Donnett. You have another card which states Illinois State 
Chamber of Commerce. Business Mart is a member of the Illinois 
State Chamber of Commerce for 1958. Is that correct ? 

Mr. Parker. That is correct. 

Mr. O’DonneE LL. I have another letter dated July 11, 1958, from the 
Illinois State Chamber of Commerce, which says this is merely a mem- 
bership card and is not to be used by any salesman whatsoever. I 
would like to have this in the record. 

Senator Jackson. Without objection, it may be included. 

(The letter referred to follows :) 


Inturnois STATE CHAMBER OF COMMERCE, 
Chicago, July 11, 1958. 
Mr. Donatp F. O’DonNELL, 
Acting Chief Counsel, Senate Permanent Subcommittee on Investigations, 
Committee on Government Operations, United States Senate, Washing- 
ton, D.C. 


Dear Mr. O'DONNELL: This replies to your July 7 letter referring to the 
scheduled hearings of your committee on July 16 and 17 relating to so-called 
advance fee operators. In your letter you ask for our comments concerning 
a card stating that Business Mart of America, Inc. is a member of the Illinois 
State Chamber of Commerce for the year ending February 28, 1958, which was 
in the possession of a William Parker, a former salesman for that company. 

Our records reflect that Business Mart of America, Inc., was a dues-paying 
member of the Illinois State Chamber of Commerce from March 1, 1957, to Feb- 
ruary 28, 1958. Subsequently, the company resigned from membership and was 
dropped from our membership roster. 

It would seem pertinent to explain that the Illinois State Chamber of Commerce 
is a membership organization of almost 7,000 companies, membership being on 
an annual basis. When a company is accepted for membership, and at the 
beginning of each membership year thereafter, it is furnished cards which merely 
evidence membership in the Illinois State Chamber of Commerce for a specified 
period. A membership card neither expresses nor implies, nor is it intended to 
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express or imply, that the Illinois State Chamber warrants the integrity or 
financial stability of the company named or of the bearer. 

While every effort is made to exercise due diligence, our organiztaion is not 
equipped to thoroughly investigate all applications for membership. This same 
circumstance compels us, when we receive inquiries asking for information con- 
cerning member companies, to advise the inquirers that the Illinois State chamber 
is not a reporting agency and to refer such inquirers to agencies such as the 
Better Business Bureau. On the other hand, there have been certain instances 
where companies of a questionable character have either been discouraged to 
take or denied membership in our organization. In the case of Business Mart 
of America, Inc., it should be noted that our files do not indicate that we have 
received any inquiries or complaints regarding this company until receipt of 
your letter. 

From the standpoint of business generally, elimination of unethical or fraudu- 
lent business practices is, of course, commendable and desirable. To that end. 
we shall gladly cooperate to the fullest extent. 

Sincerely yours, 
Ormonp F. LyMan, 
Executive Vice President. 


Mr. O’Donnetxt. You have another card which is “Chamber of Com- 
merce of the United States, Washington, D. C. This certifies that 
Business Mart of America is a business member in good standing for 
the year 1957-58.” Is that correct ? 

Mr. Parker. Yes, sir. 

Mr. O’Donne tt. I have a letter dated July 10, directed to me from 
the Chamber of Commerce of the United States, signed by Mr. Wil- 
liam B. Barton, which says in effect that the organization was not a 
member and did not have authority to use its name for endorsement. 

Senator Jackson. Without objection it may be included. 

(The letter referred to follows :) 


CHAMBER OF COMMERCE OF THE UNITED STATES, 
Washington, D. C., July 10, 1958. 
Mr. DonaLp F. O’DonNELL, 
Acting Chief Counsel, Committee on Government Operations, 
United States Senate, Washington, D.C. 


Dear Mr. O'DONNELL: In regard to your July 7 inquiry, our records show that 
Mr. H. J. Van Buskirk, vice president and regional director, Business Mart of 
America, Inc., 30 North La Salle Street, Chicago, Ill., became a business member 
of the Chamber of Commerce of the United States of America on March 29, 1957. 
This membership was terminated as of April 1, 1958. 

Each member is given a card or certificate upon its affiliation with the 
chamber. 

We had no prior knowledge of the use of the chamber membership card by sales- 
men for this company, as referred to in your letter. 

It is contrary to our policy for a reference to national chamber membership to 
be made in a manner calculated to lead a prospective client or customer of a 
firm to believe that its products or services have been endorsed by the chamber. 

Abuse of membership privileges in contravention of this policy is grounds for 
discontinuance of a membership. 

Sincerely, 
Wo. B. Barton. 


Mr. O’DonneEtu. You also have a card there from the Chicago Asso- 
ciation of Commerce and Industry, which in effect says the same 
thing ; does it not ? 

Mr. Parker. Yes, sir. 

Mr. O’ Donne L. I have a letter here dated July 14, 1958, from the 
Chicago Association of Commerce and Industry, which says that— 


This will acknowledge receipt of your letter of July 7, 1958, relative to Business 
Mart of America, Inc. 








SR 
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The card you referred to in your letter is no longer issued by our associa- 
tion. 


The membership of Business Mart of America, Inc., has expired and has not 
been renewed. 


Senator Jackson. Without objection—do you want that as an ex- 
hibit or included in the record ? 

Mr. O’Donne tu. Included in the record. 

Senator Jackson. It may be included. 

(The letter referred to follows :) 


CHICAGO ASSOCIATION Or COMMERCE AND INDUSTRY, 
Chicago, Ill., July 14, 1958. 
Mr. Dona. F. O’DONNELL, 
Acting Chief Counsel, Committee on Government Operations, Senate 
Permanent Subcommittee on Investigations, United States Senate, 
Washington, D. C. 


Dear Sir: This will acknowledge receipt of your letter of July 7, 1958, relative 
to Business Mart of America, Inc. 
The card you referred to in your letter is no longer issued by our associa- 
tion. 
The membership of Business Mart of America, Inc., has expired and has not 
been renewed. 
Sincerely yours, 


JosePH L, BLock, President. 


Mr. O’Donnetu. I have here a photostatic copy of a card which 
states: 


For use only at the office of Dun & Bradstreet, Inc., subscriber’s representative, 
introducing William Parker, representing Business Mart of America, Inc.; ad- 
dress, New York, N. Y. 


Do you have that card there ? 

Mr. Parker. Yes, sir. 

Mr. O’DonneELL. Mr. Chairman, I have a letter here dated July 11, 
addressed to me from Dun & Bradstreet, which says that the com- 
panies who were members of that organization had no authorization 
to issue such cards to salesmen. I would like that in the record. 

Senator Jackson. Without objection, that same request is granted. 

(The letter referred to follows :) 


Dun & BRADSTREET, INC., 
THE MERCANTILE AGENCY, 
New York, N. Y., July 11, 1958. 
Mr. DoNALp F. O’DONNELL, 
Acting Chief Counsel, Committee on Government Operations, Senate 
Permanent Subcommittee on Investigations, United States Senate, 
Washington, D. C. 


Dear Mr. O’DONNELL: We appreciate your writing to us about the introduc- 
tory card, a photo copy of which was enclosed with your letter of July 7, 1958. 

To facilitate the use of its service by its subscribers, Dun & Bradstreet issues 
to a subscriber, upon the latter’s request, introductory cards for traveling repre- 
sentatives of the subscriber who may have occasion to call at the offices of Dun & 
Bradstreet for information. Each card issued to a subscriber bears the name 
of the representative and Dun & Bradstreet maintains a record of all cards 
issued, as well as the name of the subscriber’s representative inscribed on each. 

All cards, as does the copy you enclosed, state that they are for use only at 
the offices of Dun & Bradstreet. We neither authorize or condone any other use. 

Under a subscription contract with Business Mart of America, Inc., at Chicago, 
Ill., Dun & Bradstreet issued four introductory cards to representatives of that 
company. However, we do not have a record of issuing a card to that subscriber 
for a representative by the name of William Parker. It may be that this card 
was printed by Dun & Bradstreet but not issued to any individual. Dun & Brad- 
street did not authorize Business Mart of America, Inc., to issue such cards to its 
representatives. 
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In August 1957, our subscription contract with Business Mart of America, Inc., 
at Chicago, Ill., was canceled and the introductory cards issued to that subscriber 
for its representatives were recalled. 

Sincerely yours, 


W. N. BrneHaM, Secretary. 

Mr. O’Donnetu. Mr. Chairman, may I have the article in Chang- 
ing Times, that is in 1952, on How To Buy (Or Sell) a Business 
made a part of the record ? 

Seren Jackson. Without objection it may be included in the 
record. 

Do you want it at this point, or back previously ? 

Mr. O’DonneELt. Previously. 

Senator Jackson. It will be included at the previous point in the 
record wherein reference was made to the article. 

I think in fairness to Kiplinger, we should include at that same 
point the retraction alongside of the article. 

Mr. O’DonneEt. That is what I want to do. 

I have here an article quoting “Be wary of phony business brok- 
ers trying to sell your business. Use extra precaution if the com- 
pany demands money in advance.” 

This was published in Changing Times in November 1955, and is 
an cata revocation and repudiation of that article that they 
had improperly printed without knowing the facts. I would like to 
have that made a part of the record. 

Senator Jackson. Without objection that will be included follow- 
ing the Kiplinger article in the record. 

Mr. O’Donnetu. Mr. Chairman, I have an article which also ap- 
peared in Changing Times, the Kiplinger magazine, in the May 
issue of 1957. It only carries the box. It states: 

“Selling your business? Beware.” And then it goes into “Certain 
salesmen, on behalf of Charles Ford, Associates,” and so forth, and 
is a further repudiation of that article. 

Senator Jackson. Without objection it will be included in the 
record following the previous Kiplinger article. 

Mr. O’DonneLt. I have here a letter directed to me dated July 10, 
1958, signed by Herbert L. Brown, Jr., managing editor of Chang- 
ing Times, in which he specifically repudiates the first article in which 
he states: 

In 1953 we learned that another organization, Affiliated Business Brokers, 
Ine., had actually reprinted an altered version of the article in a promotional 
leaflet in clear violation of the Kiplinger copyright. I promptly advised that 
company to cease distributing the leaflet in question. 

He also had complaints regarding Charles Ford. In the letter he 
states that they have done everything within their power to stop 
Caste companies from using the article, but apparently to very little 
avail. 

Senator Jackson. Without objection the letter will follow the 
previous Kiplinger article of repudiation. 

Mr. O’Donnet. To what extent do you know that clients that you 
handled actually had their property sold? 

Mr. Parker. I know of none, Mr. O’Donnell. We were told that 
we would get bonuses when businesses were sold, you know, any 
amount of money, we would get above our 35 percent of the 1 percent. 
I never received any bonuses at any time. A number of times I would 
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have to go back into the town. In the beginning I would go by and see 
what was happening, and I learned not to do that any more. They 
were not sold to my knowledge. 

Senator Jackson. I take it you were on the move. 

Mr. Parker. You went where they had the leads. 

Senator Jackson. I know, but you were in a small town and if you 
obtained an advance fee was it your practice to come back to the 
same area ? 

Mr. Parker. I was not afraid to come back at all. I was never 
afraid to come back. If you came back early they thought their 
business was going to be sold in 90 days. You could come back freely 
because the company did flood them with a lot of mail pieces to keep 
them happy during the 90 days. 

Senator Jackson. What happened after the 90 days? 

Mr. Parxer. I don’t think it would be advisable to come back. 

Mr. O’Donnext. In what State did you actually do work? 

Mr. Parker. I worked all over New York State, the State of 
Pennsylvania, Connecticut, I worked in the State of Virginia, I 
worked in the State of Kentucky, the State of Tennessee, and the 
State of Texas. 

Senator Jackson. Did they give you a travel allowance? 

Mr. Parxer. Everything was straight commission, Senator. You 
did not get a dime until you earned it. 

Senator Jackson. And an additional allowance for travel? 

Mr. Parker. In the beginning they allowed us to fill out—you see, 
we were not independent contractors in the beginning. They told 
me later that the independent contractors, you had to sign an agree- 
ment with them later, which I refused to sign when they reincor- 
porated under the new name, that you were an independent con- 
tractor and would devote part of your time to getting your own leads. 
They said you did not have to do it but it was a legal imattor as far as 
they were concerned, whether or not you were an independent con- 
tractor. 

For some legal reason they wanted us to be independent con- 
tractors. 

Mr. O’Donnett. How much money did you actually make in a 

ear ? 
Mr. Parker. I would say around $18,000. 

Senator Jackson. You mean $18,000 in 1 year? 

Mr. Parker. Approximately. I worked for them about a year. 

Senator Jackson. Net? 

Mr. Parker. No, not net. They did not give us any travel allow- 
ance at all, Senator. 

Senator Jackson. Referring to the brochure again in front of you, 
you have an article there which says that this particular firm em- 
ploys modern recognized tabulating machines. Is that right? 

Mr. Parker. Yes, sir. 

Senator Jackson. Then you have another one that says— 

BMA receives thousands of buyer prospects, prospect cards are regularly ma- 
chine sorted that match the selecting business. Your business will be matched 
with the buying prospect acquired as a result of BMA’s extensive national ad- 


with the buying prospect acquired as a result of BMA’s extensive national ad- 
vertising and direct mail activities. 


Is that right? 
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Mr. Parker. Yes, sir. : 
Senator Jackson. You have another which states— 


8 round-trip fares to any Business Mart offering in the United States— 


and then it goes into this gimmick of providing airplane passage for 
prospective buyers. Will you tell us, about that? 

Mr. Parker. We were called in to New York for a special meeting. 
They said the salesmen had originated it, had thought of the idea in 
California and it was working so well they were going to make a com- 
pany policy out of it. I cannot state whether or not they ever flew 
any in or not. I donot know. We used it asacloser. When an indi- 
vidual would react against the 1 percent, we were told to do this: We 
would state, “All right, no 1 percent. We were going to pay the buyer’s 
fare in. If you sign an agreement to the effect that you will pay the 
round trip fare in of the buyer, we won’t charge you 1 percent.” The 
man would immediately begin to add the difference.in cost of the 1 
percent which he thought he would get back at the time of sale as 
against the plane fare or trip. He may be sitting in Georgia and this 
man may come from the State of Washington or Texas. 

Senator Jackson. Did you tell him where he was apt to be? 

Mr. Parker. We did not have to. We had a buyer’s list of prospects 
with us at all times. We could just simply let him look through this 
buyer’s list. This company furnished us one every month. 

Senator Jackson. The list you showed him indicated the buyers—— 

Mr. Parker. He thought of that, himself, always. 

Senator Jackson. I would like to show you this buyer’s bulletin 
and ask you to identify it and ask you whether or not this is a partial 
listing of the prospective buyers that you allegedly had. 

Mr. Parxer. Yes, sir; this was Saad, every month. They had a new 
compilation every month. 

Senator Jackson. Will you identify it? 

Mr. Parker. It says “Buyers’ Bulletin, Ford Business Classifica- 
tion.” Then they listed 1, 2, 3, 4, 5, 6, and various businesses under 
the headings of the type of business they were. They had practically 
every business you could think of listed on the top sheet. So, no mat- 
ter what you ran into, it was covered under these headings here. 

Senator Jackson. Do you know whether or not there were these 
buyers in existence ? 

Mr. Parker. To my knowledge I don’t know. I do know how they 
got these names, but I do not know what followthrough was made with 
them. 

Senator Jackson. How did they get the names ? 

Mr. Parker. Well, the mail piece, you see, went out to get the leads; 
they killed 2 birds with 1 stone. In the piece in which they would 
perform the contract, the contract called for so much advertising. At 
the same time the mailing was actually made to other businesses, and 
that business would send back in the fact that they wanted to sell their 
business, when they received this mail. In that mail was a sheet of 
paper which stated, “I am interested in buying a business. Check 
type.” That is where they got these names. 
sane Jackson. Actually those listed names are virtually worth- 
ess 
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Mr. Parker. I could not venture an opinion on that. I do not know 
what followthrough was made on that. 

Mr. O’DonneE LL. I would like to have that made an exhibit. 

Senator Jackson. Without objection, it will be marked for identi- 
fication as exhibit 18. 

(Exhibit No. 18 was marked for identification and may be found in 
the files of the subcommittee.) 

Mr. O’Donnewt. Going back to the brochure, you have a part of it 
there which says “Full-page newspaper ads in prominent newspapers 
throughout the United States.” Is that right? 

Mr. Parxer. Yes, sir. 

Mr. O’Donnetu. Then they have photostatic copies of 2 newspaper 
ads and they show what was introduced this morning, only 2 or 3 
lines for the particular advertisement. 

Mr. Parker. We had a complete separate brochure with approxi- 
mately 50 to 60 full-page newspaper ads that had been run with us 
to show the prospects, Mr. O’Donnell. In other words, he would only 

get, just like was testified this morning, he would only get 1 or 2 lines. 
The majority of them were very small newspapers. They did have 
some with top meee in the company which you used as sales aid. 

Mr. O’Donnetit. What you showed to him were actually full-page 
ads ? 

Mr. Parker. Yes, sir; they were full-page ads that you showed him. 

Senator Curtis. F ull- -page ads for one business ? 

Mr. Parker. No, sir. 

Senator Jackson. You had 1 or 2 lines for each ad ? 

Mr. Parker. That is right. They could afford to run a full page; 
they could take care of three or four hundred different contracts with 
one full page. 

Senator Jackson. Did you have any knowledge as to the amount 
they expended ? 

Mr. Paseo. Senator, I broke it down. I broke the whole opera- 
tion down. At first when I was with them I could not see how they 
could make any money. I soon found out. 

Senator Jackson. What was your estimate of the problem? 

Mr. Parker. I can break it down for you very quickly. 

Senator Jackson. Fine. 

Mr. Parker. This company worked on what we call 150 units. In 
other words, for every $150 the buyer received—he never knew he was 
getting it, in other words, when he got the stuff the way you sold him 
was to tell him he had to let you do ‘these things in addition to all this 
other business or you could not take it. He never bought advertising. 
He never did know it. But for $150 he got the following: He got a 
full-page newspaper, part of 1 full-page newspaper ad. 

Senator JACKSON. He had his small ad, 3 or 4 lines included in a 
full-page ad along with hundreds of others? 

Mr. Parxer. That is correct. 

Senator Jackson. What did that cost ? 

Mr. Parker. Well, this was part of the $150. For each $150 unit 
he got the following: He got 1 part of a full newspaper ad, 1 classi- 
fied ad in the newspaper. He got 5,000 mailings. This is the point 
that sold the deal for you. He got 5,000 mailings for each $150 in 
addition to the 2 things I just mentioned. He also got other promo- 
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tional service in helping to plan financial service. If he gave you 
$500, it was in comparison. 

Now the breakdown as far as money was concerned, I never for 
a long time could figure out how they could afford to do it. I think 
they use a cent and a half bulk mailing. I think they use a cent 
and a half stamp. Let us take $150. That is 5,000 mailings. We 
were shown a brochure of this type here which actually gave a 
complete résumé of his business, had a picture of his business here. 
I found out later they only made up 4 or 5 of these and in actual 
wordings in the contract these brochures were only sent to people who 
did finally respond to one of these newspaper ads. But the implica- 
tion was the fact that he and the salesman often thought this was 
the 5,000 mail pieces that was going out. Of course, when you got 
in the field and began to look at mail pieces and so forth, that was 
not what he received. He received a little slip of paper with as many 
as 10 businesses listed on the back of this 1 sheet of paper which 
meant that they could take care, shall we say, of 10 businesses in the 
1 mailing. 

In other words, $150 times 10 would give then $1,500. They could 
take care of 10 businesses under the 114-cent stamp. 

Senator Jackson. So it was not an exclusive mailing. Did you 
say 5,000? 

Mr. Parker. 5,000 per $150. 

Senator Jackson. What was the representation ? 

Mr. Parker. You were told to tell him, to show him the stamps, 
that he could not afford to do it himself. 

Senator Jackson. What was the representation? That it was a 
single mailing? 

Mr. Parker. I will have to state it was implied; it was never stated. 
It was implied. 

Senator Jackson. This implication was what really sold the deal? 

Mr. Parker. Senator, I will state this: The salesman did not have 
to imply. The brochure itself implies it. It shows in fact that the 
mailings were made. The salesmen very often were not told these 
things. They had to find out for themselves. 

Senator Jackson. What is your estimate of the full cost ? 

Mr. Parker. $1,500; 35 percent would go to the salesman immedi- 
ately. I think the regional directors in the various offices across the 
country got approximately 5 percent override. That would bring the 
total amount of money to 40 percent of the money. 

Senator Jackson. That is $60. 

Mr. Parker. That is correct. I broke the mailings down in which 
it would cost approximately for 5,000 mailings, for 10 things, approxi- 
mately $35 for each $150. The newspaper ad I would say could have 
been bought for the amount of space they got for about $2 or $3. 
This is the two-line ad as part of the full pages. 

Senator Jackson. That is $97. 

Mr. Parker. I came up with a figure of $90 to $95. 

Senator Jackson. So there would be a little over $50 profit. 

Mr. Parker. Yes, sir: There was a breakage fee in that, too. If 
you took $295 from the individual, which you were taught to do, he 
still only got 5,000 mailings. 

Senator Jackson. They got the same amount regardless of the fee, 
up to a certain amount ? 
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Mr. Parker. He could be lucky, of course. If he paid you $1 over, 
then he still got his 10,000 mailings but those mailings also were 
how they got their leads back at the same time. That was the man- 
ner in which they could afford to do it. 

Mr. O’DonnELL. What was your average take so far as money given 
to you, average fee? 

r. Parker. My average retainer was approximately $300 to $350. 

Mr. O’Dcnnewu. Can you elaborate a bit on one point? You said 
when you went back to one of these sellers that had been taken by 
another concern that he was a hot prospect, will you explain that? 

Mr. Parker. I can explain it to you very simply. I analyzed it, 
myself. It did not make sense. First of all, it is a matter of ego. 
An individual wants to sell his business. He feels that he has made 
the right choice and the method by which to do it. He has put up 
money, his judgment is involved. Now he is mad at another com- 
pany. Here comes a new company who claims he made all the right 
choices except he picked the wrong company to do it with. He is 
delighted to find that his judgment was originally right but he went 
the wrong way. 

Senator Jackson. Or once a sucker, always a sucker. 

Mr. Parker. Some of these people loved it. I will say this: It is 
a fact, they did love it; it is like the crooked roulette wheel, it is the 
only one in town. They would continue to go. In fact, I think a lot 
of them would simply give you money who did not want their busi- 
ness sold. But they would dream about it. All the people I sold to 
had sick backs or they wanted to go to Florida. Those were the two 
excuses we had. 

Mr. O’Donnetu. Did you ever run into situations whereby you 
would allow credit for money they had given to another firm ? 

Mr. Parker. Yes; that was done quite well. You had to use the 
home office on this. I would like to bring out this point if I might. I 
heard a lot of talk this morning about all the oral representation made. 
There were many men with these companies who never realized the 
type of company they worked for. They had so much literature with 
them, the Kiplinger article. Let us say you called on a man who had 

iven, say, some other company three or four hundred dollars. You 

ad a method by which you handled it. You would then charge him 
a thousand dollars. Then you would call on the phone and the re- 
gional director would sympathize with him, tell him how sorry he 
was the other company did not do any good, and graciously allow you 
to allow him this $300 trade-in. You would allow him $300 for the 
new deal. 

Mr. O’DonNELL. So you would take him for $700 more. 

Mr. ParKer. Well, he would give you $700 more, Mr. O’Donnell. 

Senator Jackson. Did you go back later and tell him he could 
deduct it from his income tax as a gift tax ? 

Mr. Parker. We were always told to tell them, “The company said 
you can always tell them they can take it off their income tax.” 

Mr. O’Donnett. Did you have any knowledge of any other firms, 
other than Business Mart, that were engaged in this particular occu- 
pation ? 

Mr. Parker. You had to. There were thousands of pieces of mail 
going out from companies all over the United States. You had to 


a 
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know all their stories so yours would be better. In fact, you would 
make them bring out the contract that they had signed with these 
other companies. If you ran into a new one you would make them 

ive you the story that the man had given them. More than that, if, 

or example, it was one of these companies who had made them sign 
a contract without giving any money—they called it a suit-type sale 
by which they simply got a signature rather than cash in advance— 
and they had not been sued yet. You would tell them, “Don’t worry 
about that suit, you would collect the revenue.” You had to know 
all these other companies. 

Mr. O’Donnett. Were you ever approached to go to work with 
another company ¢ 

Mr. Parker. By the men in the field at times. We never paid at- 
tention to it. This company I worked for did pay you if you sold. 
There were a great number of companies, I ran into salesmen who 
had a great deal of trouble securing their commissions from other 
companies. 

Senator Jackson. You think your company had a better line? 

Mr. Parker. I will state this, they certainly had more sales aids 
and more literature from reputable concerns, magazines and com- 
panies to back them up than any I saw from other companies. 

Senator Jackson. This is what you call competitive fraud; is it 
not? 

Mr. Parker. Senator, it was competitive, I would say that. It was 
very competitive. The literature that went to anyone, to ourselves, 
anyone else, anyone would assume that it was a legitimate company 
at the time. 

Mr. O’Donnett. Do you have any idea how these companies se- 
cured pseudo endorsements from various groups, and so forth and 
so on, that were used by the sellers and salesmen ? 

Mr. Parker. I cannot state about that. I do know that, I again 
mean no offense to an organization, but two of the strongest sales 
aids that we had with BMA was an article in a Masonic magazine. 
If you ran into a Mason down South, that was all, you showed him 
the Masonic magazine, you did not tell him anything, he wrote you 
a check out. 

Senator Jackson. What about it if he were a Knights of Columbus 
member ? 

Mr. Parxer. Really they did hold an instruction on that. Sec- 
ondly, there was an article in the real-estate news of California which 
was very effective which also gave quite a blurb to the company. 

Mr. O’Donnetu. Mr. Parker, as a result of your contact with these 
various individuals, do you think that any of them realized exactly 
what the contract stipulated or did they believe that they were actu- 
ally going to sell their business through you? 

Mr. Parker. Mr. O’Donnell, I think it was very apparent. First 
of all, you could turn this loose with this brochure and the stuff you 
had and not say a word and, due to the buildup that the various maga- 
zines, banker magazines, for example, carried articles, all these things, 
they would assume first of all, naturally, that this was a legitimate 
company, with all this identification, and so forth. That was the 
ground work. There was no doubt in their mind that was the ground 
work. Then in the contract when it stated that if it was turned down 
they would get their money back, their either thought their business 
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pr going to be sold or there was no possible chance of loss, one or the 
other. 

_ Mr. O’Donnet. Did you represent to them either directly or by 
inference that you had a survey board that would go over their name, 
match it up with a buyer and, if they did not have a buyer, that you 
would refund the money ? 

Mr. Parker. We were told we had a survey board, Mr. O’Donnell. 
We relayed that information to our clients. 

Mr. O’DonneEtu. What actually happened ? 

Mr. Parker. I was not in the home office, Mr. O’Donnell. 

Senator Jackson. You referred to the IBM machine. 

Mr. Parker. Yes, sir. 

Senator Jackson. Did they have an IBM machine? 

Mr. Parker. Yes, sir; they had an IBM machine. 

Senator Jackson. What did they use it for? 

Mr. Parker. I don’t know. The theory was, we were told to tell the 
customer, which made sense if they did it, that this business would be 
punch coded as to all these things and it would be run through this 
machine automatically and it would match the buyers on hand to fit 
the particular business. 

Senator Jackson. Did you ever see this particular machine? 

Mr. Parxer. No, sir. I do know it existed, they had an IBM ma- 
chine in California. They did use these cards. They used them as mail 
pieces and promotional pieces. We had quite a number of these cards 
with us. 

Mr. O’DonnELL. What would happen when you learned that a par- 
ticular area was being operated by another company ? 

Mr. Parker. You were immediately told to contact the home office. 
Once I went into McKeesport, Pa., and found I was going right behind 
another salesman from another company. We were told immediately 
to call the home office. 

You see, they had leads themselves there. They would rush in 4 or 5 
men to get to the prospects before the other company did. It was very 
competitive to that extent, as far as mailings were concerned. 

Senator Jackson. Thank you very much, Mr. Parker. 

Mr. Parker. All right, sir. 

Mr. O’Donne.u. Mr. Parker, I would like to put the brochure you 
had in front of you in the record for reference purposes only. I think 
you have identified it. 

Mr. Parker. Do you want the cards, too? 

Senator Jackson. Leave it there. We will mark it for identification 
as exhibit 19. 

(Exhibit No. 19 was marked for identification and may be found in 
the files of the subcommittee. ) 

Thank you, Mr. Parker. 

Mr. A. B. Johnston, will you raise your right hand? 

Do you solemnly swear that the testimony you shall give before 
this subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you God ? 

Mr. Jonnston. I do. 

Senator Jackson. You may be seated. 

State your name, address, and your occupation, please. 


29872—58 A 
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TESTIMONY OF A. B. JOHNSTON 


Mr. Jounston. My name is A. B. Johnston. I reside at 311 Hi Lusi 
Street, Mount Prospect, Chicago, Il]. I am vice president of the 
Chicago Better Business Bureau. 

Senator Jackson. Mr. O’Donnell. 

Mr. O’Donnett. Mr. Johnston, when did you first become aware 
of the type of operation known as the advance-fee operation ¢ 

Mr. Jonnston. That would be about 1950 or 1951 when we first be- 
gan to receive inquiries about this type of operation. Inquiries in- 
volved the general reputation of the company, the possibility of 
carrying out the performance as represented, the usual type of in- 
quiries of that nature. 

Mr. O’Donnetit. About how many of these complaints have you 
received concerning them in your file? 

Mr. Jounston. About 23 or 24. 

Mr. O’DonneELL. What was the nature of the inquiries or com- 
plaints ? 

Mr. Jounston. The inquiries, of course, as I said, had to do with 
the general type of operation, the history of the company, the re- 
liability of the principals, who the principals were, how long they 
had been in operation. 

The complaints usually followed a similar pattern somewhat as has 
been stated previously, to the effect that they were encouraged to in- 
crease the asking price for the property, promises were made of a 
sale or refund and the seller, that is, the salesman had prospects 
lined up, ready, eager, and waiting to buy the very type of property 
which the seller was offering. 

Mr. O’Donne t. In effect, the information you developed is similar 
to the testimony of Mr. Brookfield this morning, Mr. McClure and 
Mr. Parker? 

Mr. JoHnsron. Yes; quite similar in that respect. 

Mr. O’Donnetx. Do you think that the business people who made 
these contracts had any idea of the type of contract that they were 
making ? 

Mr. Jounstron. Based on the complaint made to us I would say that 
they definitely did not because we have had scores, yes, hundreds 
of complaints from individuals who alleged they felt sure, felt 
assured their businesses would be sold or refunds would be made. 

Mr. O’DonneEtu. Can you name some of the firm names from whom 
you received this large number of complaints? 

Mr. Jonnston. As I said, there have been 25 or 30. I have some 
notes of some. There is American Equitable Corp., Chicago, 35 East 
Wacker Drive; Nichols & Associates, Inc., of 100 Western Road; 
Charles Ford & Associates of Midwest, Inc., Chicago: Trancon- 
tinental Clearing House, in North Dearborn. 

Mr. O’Donnett. Is there anything in particular that disturbed 
you with regard to the advance-fee operation? There were two 
methods, one taking the advance fee, and the other making a contract 
and not taking any money. 

Mr. Jounston. The whole thing disturbed me because it seems to 
us the way these have been operated they perform no useful service. 


It seems to me that the operators of these concerns are primarily 








MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 63 


interested in receiving a fee for what the property owner thinks is 
going to be the sale of his property. In many instances representa- 
tions were made allegedly and these are documented in complaints 
in our office that when the sale was made the amount paid would come 
out of the commission. 

Mr. O’DonneE . Illinois seems to be peculiar under State law in 
that a corporation in Illinois in the advance-fee operations can make 
a contract which will not be accepted until it arrives in its home office, 
which would be Illinois, and thereafter they can sue and contract in 
the State of Illinois even though the contract may be made in any other 
State in the United States. 

Can you enlighten us a little bit on this procedure ? 

Mr. Jonnston. Not too extensively. I am not a lawyer. I would 
rather not undertake to do it. However, our own counsel in Chicago 
have looked into that operation very extensively and they tell me that 
under chapter 110 of sections 16 and 17 of the 1957 Illinois Revised 
Statutes such procedure is possible. It amounts to confession of 
judgment of first, I should say, this particular company that is doing 
this has a contract which becomes effective in Chicago. They had in 
their contract : 

This agreement shall become effective only when accepted by your office in 
Chicago, Ill. 

Then when it is signed in Chicago judgments are entered and we 
know of several hundred judgments that have been entered in Chicago 
by this particular company against concerns all over the country: 
Wisconsin, Iowa, other States, and after judgments have been obtained 
they are then forwarded to the recorders where the individual owns 
property, of course, with the view of having the sheriff take whatever 
action is necessary to attach the property, to make the collection. 

Mr. O’DonNELL. What other companies are involved in this type of 
business ¢ 

Mr. Jounston. That isthe United Interchange. 

Mr. O’Donnetu. You say there have been several hundred such 
judgments obtained ? 

Mr. Jounston. Yes. 

Mr. O’DonneE.u. Are any of the terms of this contract of particu- 
lar significance in your opinion ? 

Is this because it is completed only in Illinois? 

Mr. Jounston. I have a note here of the particular phrase. In this 
connection the seller specifically agrees, and I am quoting: 


I will pay you the sum of X dollars at Chicago, I1l., 3 months from the date of 
your acceptance of this advertising agreement. 


Then there is another statement in the contract: 


This agreement shall become effective only when accepted by your office in 
Chicago. 

That is over the immediate signature of the seller, of the owner of 
the property who is interested in selling. 

Mr. O’DonneELL. Presumably this gives a false sense of security to 
the victim ? 

Mr. Jounston. Unquestionably. I do not mean to say I think. 
It is a statement of fact that we have many statements from individuals 
who allege that they were misled, that they did not understand this, 
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they had no misconception whatsoever. We have even had letters 
from attorneys from other States, challenging such an action. Some 
of them happen to be county attorneys, prosecutors of their respec- 
tive areas. 

Senator Curtis. Mr. Chairman. 

Senator Jackson. Senator Curtis. 

; ceseegpad Curtis. A summons would be certified in such a suit, would 
it not 

Mr. Jounston. I cannot elaborate on the procedure in this con- 
nection. 

Senator Jackson. I think the court held that it is due notice if it 
is ee 

do not think it has to be served in the other State. They can do 
it by publication. 

Mr. O’Donnett. Let us assume that the State involved is Cali- 
fornia, where the victim is located. The amount of money is $200 
or $250. It does not appear that the victim would come on to Chicago 
to defend the suit because of the long distance and the sum involved; 
is that right ? 

Mr. Jounston. That is quite right. Even though the average busi- 
nessman, small-business concern, might receive some formal notice, 
keep in mind that he has been told “You don’t need to pay for this 
until after we make the sale. Don’t worry about it. Forget it.” 

We have many allegations of that nature from complainants. 

Mr. O’Donneti. Do you know to what extent United Interchange, 
Inc., actually sells property ? 

Mr. Jounston. No; I do not. I can say this: that we have asked 
them twice, formally, and also in telephone conversation, to give us 
some evidence of sales. 

In one instance they promised it. In another instance after a long 
letter they ended up by saying nothing and in telephone conversa- 
tions they say in substance : 

“We are not in business to sell property; that is not our primary 
concern. Weare advertising property.” 

They make it abundantly clear their business is to advertise prop- 
erty. 

Diicdiie Curtis. Have you made any investigations of the individ- 
uals in back of this company, their financial responsibility and business 
record ¢ 

Mr. Jonnston. No; I have not. 

Senator Curtis. You do not know who the individuals are? 

Mr. Jounston. Yes; I know who they are. 

Senator Curtis. Is it a corporation ? 

Mr. Jounston. I have our own file report here that I shall be glad 
to leave with you if you wish it. 

The names of the principals are Theodore Bernardi, president; 
Maurice Salomon, vice president; Paul M. Guyer, treasurer. It is a 
corporate setup, established in Illinois in May 1953, according to the 
record we received. 

That is the Universal Interchange. 

United Interchange was established in Illinois in September 1955. 

Mr. O’Donnetu. Do they use the UI Buyers’ Guide for their pub- 
lications ? 


| 
| 
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Mr. Jonnston. Yes. 

Mr. O’DonnELL. Do you have a copy of that with you? 

Mr. Jounsron. Yes; I have. This is the UI Buyers’ Guide here. 

Mr. O’DonneEtt. What date is that ? 

Mr. Jounston. March 1957. 

Mr. O’Donnett. That contains a number of properties that are 
listed for sale ? 

Mr. Jounston. Yes. Some of them identified as to their source; 
some are not. 

Mr. O’Donnett. Mr. Chairman, I would like to have that made an 
exhibit for reference only. 

Senator Jackson. It will be marked for identification as exhibit 20. 

(Exhibit 20 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. O’Donnett. Do you know to what extent that is actually dis- 
seminated ? 

Mr. Jonnston. Iam sorry. 

Mr. O’DonneELL. Do you know to what extent that is actually dis- 
seminated ? 

Mr. Jounston. I do not. I have been told it has a circulation of 
around 10,000, but I have no actual knowledge of it specifically. 

Mr. O’Donnewt. This will be repetitious, but I just want to ask 
you this question: 

The type of property that these advance fee operators are inter- 
ested in, basically speaking, are business opportunities, are they not, 
as distinguished from rea] estate? 

Mr. Jounston. I would identify them as businesses as distin- 
guished from real estate. Whether they are opportunities might be 
a moot question. 

Mr. O’DonnELL. Do you know to what extent sellers readily make 
the complaints? 

Mr. Jonnston. Not specifically. We do know over a period of 
years we have had opportunities to make certain checks. We figure 
that about 1 in 6 to 15 complain to us in local projects, of residents 
in or near Chicago. 

The percentage would be wider of people away from Chicago 
where they are not familiar with the functions of the better business 
bureau. 

Mr. O’Donnett. Do you have any idea of what the reaction of 
other better business bureaus might be to this operation $ 

Mr. Jonnston. Yes; just the same as ours. 

Mr. O’Donnett. Which is what ? 

Mr. Jounston. That they question the utility of such a function 
where the concern demonstrates a greater interest in obtaining the 
fee than proceeding and seeing that the sale is consummated. 

Mr. O’Donnetu. Actually, what is the volume of the work of your 
office on advance fee operations ? 1 

Mr. Jounston. We have eight divisions. Our work generally is 
divided into eight divisions. The man who heads one division, most 
of his time is engaged in this type of operation, answering questions 
on matters that relate to this. 

Mr. O’DonneEtt. Do you believe that this type of business consti- 
tutes an asset to the people of this country ? 

Mr. Jounston. As it is being conducted, I do not. 
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‘ Mr. O'Dowwats. What do you think of the bill we have proposed, 
. 3889 2 

Mr. Jounston. I am not a lawyer and I don’t think I am quite 
competent to judge about it. I saw some things that I thought had 
considerable merit, but I do not know whether it is broad enough to 
cover the operations I was just speaking of. 

Mr. O’Donnett. Why don’t you give us your thoughts on it? 
Knowing that you are not a lawyer, if they are not accurate and so 
forth, we will take that into consideration. 

Senator Jackson. Speaking in lay terms, as a man providing a 
service to business people, what do you think the Federal Government 
should do based on your background and experience in this area? 

(At this point Senator Curtis retired from the hearing room.) 

Mr. Jounston. If it is possible to exercise some control, naturally 
that would prevent what has happened, we would favor it. 

As to suggesting what procedure, I just don’t know. 

Senator Jackson. Do you think there should be Federal criminal 
penalties for misrepresenting ? 

Mr. Jounston. Yes; there is no question. 

Senator Jackson. Do you think the States can handle this? 

Mr. Jounston. The States have not been able to handle it. I know 
that many of these complaints have been referred to our State’s at- 
torney’s office in Chicago and, incidentally, they have a complaint and 
fraud division and they work very closely with us and we collaborate 
excellently. 

They have not been able to handle this because in most instances the 
act occurred outside of Cook County and outside the State. 

Senator Jackson. So you feel it is an area where some type of 
Federal action is called for? 

Mr. Jounston. That isright. That I can go for. 

Senator Jackson. Are you aware that the Federal Trade Com- 
mission has been trying to do something, but under existing law all 
they can do is get an order to cease and desist without any criminal 
penalties? 

Mr. Jounston. I am aware of that and familiar with it; yes. 

Senator Jackson. So you feel, based on this experience to date, 
existing Federal laws are not adequate ? 

Mr. Jounston. At the present time they are not. 

Senator Jackson. And you feel that the Federal Government 
should take appropriate action to stop the kind of abuse that is re- 
ferred to in your testimony and that the committee is examining? 

Mr. Jounston. Unquestionably. 

Mr. O’Donnetu. Do you think there is any need to limit the bill to 
businesses in the State as distinguished from real estate ? 

Mr. Jounston. I am sorry; I don’t think I understand that ques- 
tion, sir. 

Mr. O’Donnett. These advance fee operators basically deal in the 
advertising of businesses ? 

Mr. Jounston. Yes. 

Mr. O’Donnewu. They do not go into and do not handle to any large 
extent real estate as such ? 

Now, if the bill was directed toward businesses and not real estate, 
would that be sufficient ? 
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Mr. Jounston. Well, it is conceivable that the same abuse could in- 
volve real estate themselves. Whether it would or would not, or 
whether it is practical, I just don’t know. 

But I think that should be taken into consideration. 

Mr. O’Donnett. Do you have any knowledge of whether the prin- 
cipals of these companies change very often ? 

r. JoHNsTON. They change all the time. It is practically im- 

ossible to not only keep track of whether the business is a corporation, 

individually owned, or a partnership, but also the executives of the 
individual companies, because they change. 

Those which are principals of a given corporation 1 year are only 
individual owners or partners of the business in a subsequent year. 

Since about 1954 in our area there have been some 26 businesses 
started up. I think there are 11 in business now, and of those, I think 
all but 2 or 3 have started up in the last 18 months. 

So there is a fast turnover. 

Mr. O’Donneti. How much money do you think is needed to start 
an operation similar to any one of these ? 

Mr. Jounston. It depends on the style and elaborateness with which 
they began. It can be started on a shoestring where they have merely 
office space, or it can be started on quite a grand style. 

Mr. O’Donnett. Now, you have with you, I believe, a letter from 
Mr. Solk of Charles Ford, to you, dated July 8. 

You also have a letter dated July 7 from you to Mr. Solk. Will you 
explain these ? 

{r. Jounston. Yes. Mr. Solk is head of Charles Ford and Asso- 
ciates of Mid-West, Inc. We received a complaint from an attorney 
with respect to his client who owned the business. It was a fer 
business on the Great Lakes. This man had paid $300 with a view of, 
he thought, having his business sold. 

Ford company had promised to supply bona fide purchasers—bona 
fide prospects, 1 should say. No sales were made, bat the names of 
two alleged prospects were provided. 

In following up these aiiegta prospects it was found they were in 
no way interested in buying a ferry diem One of them made a 
remark he had no more interest in a ferry business than he did in a 
sputnik. 

The other one used the comment, “I am sorry you have been kicked.” 

In substance, I wrote this to Mr. Solk and this is the letter to which 
you refer, of July 7, in which I asked him whether or not he con- 
sidered the circumstances such as I have just related warranting and 
as constituting a bona fide prospective purchaser. 

I have his reply which goes all around the question and which elab- 
orates as to what constitutes bona fide and so forth in which he ends 
up by saying since there has been some confusion he is going to elimi- 
nate that phrase. 

Mr. O’Donne.ut. Does this indicate to you that they don’t have the 
prospective sellers that they allege they had ? 

Mr. Jonnsron. It is rather clear to me that they do not. 

Mr. O’Donnett. Mr. Chairman, I would like to put these two letters 
in the record as such, one dated July 7, 1958, and from Mr. Johnston, 
to Charles Solk, of Charles Ford & Associates, and the letter dated 
July 8 to Mr. Johnston from Charles Solk. 
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Senator Jackson. Without objection, they ma, be included at this 
point in the record. 
(The letters referred to follows :) 


CHARLES Forp & ASSOCIATES OF THE MIpwEsT, INC., 
Chicago, Iil., July 8, 1958. 
Contract No. 36567 
A. B. JoHNsToON, 
Vice president, Chicago Better Business Bureau, Inc., 
Chicago, Ill. 

Dear Mr. JOHNSTON: Referring to your letter of July 7, 1958, enclosed you 
will find a photostat of our contract with James G. Moore and also, photostatic 
copies of the inquiries we received from Walter Stoll of Baldwin Hill Co. and 
Colvin’s Marine Storage, the two bona fide buyers in question. 

Webster’s Dictionary defines bona fide as, “in or with good faith, without fraud, 
without fraud or deceit, authentic, genuine.” What we submitted to Mr. Moore 
were the names of two “genuine or authentic” buyer prospects who had contacted 
us for the purpose of purchasing a business in the nature of Mr. Moore’s, i. e., 
a marine business. I think a re-reading of their inquiries makes this fact fairly 
obvious, and therefore we certainly have complied with the bona fide buyer 
provision of our contract. 

A buyer who lists with us, for one reason or another, may not be particularly 
interested in each business within his category that is submitted to him. That 
cannot be helped—we may parallel this situation to a real estate broker. A 
buyer may come to the broker and inform him that he has $30,000 to invest in 
a three flat building. The broker may show him any one of a number of three 
flat buildings which sell for $30,000, but none of these buildings are satisfactory 
to him and he purchases none of them. This man certainly is a bona fide buyer 
prospect for a three flat building selling for $30,000, but as such he has the pre- 
rogative to refuse the buildings which he is a bona fide buyer prospect for, but 
which are not to his liking. 

I would like to add at this point, that many laymen have been confused by the 
words “bona fide buyer prospect” as set forth in our contract, and therefore in 
order to protect both them and ourselves we have completely eliminated this 
provision from our contract. 

Thank you for your inquiry. 

Very truly yours, 
CHARLES C., Sox. 


JULY 7, 1958. 
Re James G. Moore, Blue Water Ferry Co., Inc., Port Huron, Mich. 
Mr. CHARLES SOLK, 
Charles Ford & Associates of the Midwest, Inc., 
Chicago, Iil. 

Dear Mr. Sorxk: Mr. Bruce T. Telfer, an attorney, has sent to us certain 
copies of correspondence regarding a complaint of the subject. 

As I understand it, the complaint briefly is to the effect that the sum of $300 
was paid upon the representation your company would supply a prospect for such 
business. 

In this connection we have what is alleged to be a copy of your letter of 
May 5, addressed to Mr. Telfer, and which makes reference to certain enclosures 
you described with the words “which will convince you that your letter has no 
basis in fact.” 

Such enclosures, as we understand them, constitute a statement by Walter 
O. Stoll, of Kalamazoo, Mich., that he is still interested in buying a type of 
business which, according to this piece of literature, is described as ‘Chemical 
specialty, plastic, fruit processing, or small-boat building.” We observe that 
none of these types of business is in any way similar to a ferry business which 
Mr. Moore offers for sale. 

In this connection we were shown a carbon copy of Mr. Telfer’s letter 
addressed to you, dated April 28, 1958, and which contains what is alleged to 
be a reply from Mr. Stoll regarding his being a prospect to purchase a ferry 
business. This quote reads: 

“T am afraid Charles Ford & Associates are not very accurate in the service 
they advertise. I have been seeking either a small chemical company or plastic 
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manufacturing company and asked them to assist in locating one. I have been 
receiving mail on everything else but these lines of interest. I am sorry they have 
misled you.” 

The other piece of literature, according to the copy shown us, and which was 
attached to your letter to Mr. Telfer, dated May 5, 1958, bears the name of 
Colvin’s Marine Storage, 121 South James, Ludington, Mich., and indicates in- 
terest in marine-type of business. 

In this connection this same letter of April 28 from Mr. Telfer quotes Coivin’s 
Marine Storage as replying: “Don’t let Ford kid you. We are no more in- 
terested in a ferry than we are in sputnik to the moon.” 

From the data presented it would appear that the prospects whose names you 
submitted could not be construed as prospective purchasers for Mr. Moore’s 
property. 

It would be appreciated if you would give this matter careful consideration, 
after which we ask that you advise us whether, in the face of the information 
submitted by Mr. Telfer and incorporated in this letter, you still consider you 
have fulfilled what we understand to be your acknowledged obligation to supply 
prospective purchasers for Mr. Moore’s property. 

Your advices in this connection will be appreciated. 

Sincerely yours, 


A. B. JoHNsTON, Vice President. 


Mr. O’Donnett. Mr. Johnston, I think you have some material that 
you would like to put in the record. Would you identify it and we 
will have it incorporated in the record for reference purposes. 

Mr. Jonnston. All right. 

I have here some material from Nichols & Associates, Chicago, Ill. 
It is their buyers’ directory and it is a brochure containing listings of 
many properties identified as to States. 

I also have their initial letter headed, “Would you like to sell your 
business?” and which is the usual type of letter used to encourage 
listings by this company. 

There are two of these. 

I also have the so-called performance bond of Nichols & Associates, 
Inc. 

I would like to direct attention to the fact that this is called a per- 
formance bond which in the last paragraph states that: 

In the event Nichols & Associates fails in its performance to advertise said 
business in accordance with the conditions outlined in the preceding paragraph— 
soon. They will get a refund. 

In other words, it is going to be up to the prospective seller to prove 
that Nichols has not done everything they are supposed to do before 
they can succeed in getting the refund. 

So the performance bond is worse. 

This sheet here is a copy of the contract of Nichols & Associates. 
This one here is another little pamphlet of this organization, listing 
various properties. 

I also have here from the American Equitable Corp. similar instru- 
ments. One is the contract. It also has its original letter headed, 
“Why should I sell my business?” 

It likewise has a guaranty bond. 

In this instance it also has a peculiar twist at the conclusion. It 
adds up, the effect of this is if the seller can prove that the company 
has not done just everything it said it was going to do, the refund 
will be made. 

This last is a listing of the properties by States. 

Senator Jackson. Without objection they will be included for iden- 
tification and reference as exhibit No. 21. 
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(Exhibit No. 21 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. Jounston. There is one more. This has to do with the Trans- 
continental Clearing House. This is one of those companies which 
offers a refund and puts it into the contract that a refund will be made 
if a sale is not made provided that the seller conforms with all of the 
terms of the contract as written herein and they are listed A to Z. 

We have been advised by competent real estate boards that it would 
be a physical impossibility for any seller to conform with all of the 
requirements laid down here. 

I also have on this same company some of the questions that you 
have to fill out should you want a refund. There are four pages here. 
I don’t know the total of them, but they are well over 100. 

Senator Jackson. That will all be included as a part of the previous 
exhibit. 

Mr. O’Donnett. No further questions. 

Senator Jackson. Thank you, Mr. Johnston. We appreciate hav- 
ing your testimony. 

Mr. Jounstron. Thank you. 

Senator Jackson. Mr. Leon Todd. 

Mr. Topp. Mr. Chairman, may I have your approval to have the 
assistance of counsel or the organization that I represent, Mr. John C. 
Williamson, who is the counsel of the realtors Washington committee 
of the National Association of Real Estate Boards? 

Senator Jackson. Fine. 

Do you solemnly swear that the testimony you are about to give 
before the subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 

Mr. Toop. I do, sir. 

Senator Jackson. You may be seated. 

State your name, address, and business. 


TESTIMONY OF LEON E. TODD, ACCOMPANIED BY 
JOHN C. WILLIAMSON 


Mr. Topp. Mr. Chairman and members of the committee, my name 
is Leon E. Todd, of Camden, N. J., where I have been engaged in the 
real-estate business for the past 40 years. 

I have served as president of my local board; president of the New 
Jersey Association of Real Estate Boards, and vice president of the 
National Association of Real Estate Boards. 

I was a member and president of the New Jersey Real Estate 
Commission. 

During the past 40 years I have been a member of the national 
association’s educational and license law committees, through which 
source I have become quite conversant with the advance fee and 
advertising rackets. 

I have a short statement on the subject matter if you would care 
to hear it. 

Senator Jackson. Go ahead and read it. 

Mr. Topp. Mr. Chairman, I am grateful for this opportunity to 
testify in behalf of the National Association of Real Estate Boards 
in support of the bill, S. 3889, which would impose a criminal penalty 
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on certain fraudulent practices in connection with advance fee real- 
estate transactions. 

We have some recommendations to make with respect to the lan- 
guage of the bill. 

However, the greater part of this statement will be directed at the 
need for legislation such as 8. 3889. 

Our real-estate experience more or less substantiates the phase of 
testimony given here today by Mr. Brookfield, of Federal Trade Com- 
mission; Commissioner McClure, representing the National Asso- 
ciation of License Law Officials; and Mr. Johnston, of the Better 
Business Bureau. 

The National Association of Real Estate Boards consists today of 
more than 62,000 real estate brokers who, because of their membership 
in our association and subscribing to its code of ethics, are known as 
realtors. 

Realtors are members of approximately 1,300 active local real estate 
boards which cover all of the States in the Union as well as the 
District of Columbia, Puerto Rico, Hawaii, and Alaska. 

In the 50 years since its founding the National Association of Real 
Estate Boards has dedicated its efforts to raising the standards of our 
profession, primarily as a means of protecting the American public 
in the most important and largest single financial transaction of the 
American family—the purchase of a home. 

We are proud that our efforts have not been in vain, and today 47 of 
the 48 States in the Union have licensing laws which have contributed 
materially to the high standards we enjoy today in the business of 
real estate brokerage. 

However, no system that employs the human equation is perfect, 
and therefore, it is with some regret that the tremendous progress in 
our business has been marred by the prevalence of what is referred 
to in the trade as the advance fee racket. 

The witnesses for the Federal Trade Commission and the National 
Association of License Law Officials, whose testimony has preceded 
mine, have set forth in detail the method of operation of this racket 
which has cost the owners of residential, commercial, and industrial 
real estate tremendous sums of money, well in the field of many 
millions of dollars. 

The perpetrators of the advance-fee racket are, in our experience, 
unlicensed real estate brokers whose interstate operations have per- 
mitted them to flourish notwithstanding the vigilance and efforts of 
local real estate boards and State licensing law officials. 

In the fraudulent advance fee operation to which this legislation 
is directed the operator purports to act as an advertiser or “finder” 
of prospective buyers of real property and business opportunities. 

While the advance fee company may legally agree only to adver- 
tise, the salesmen in their oral representations generally offer many 
services which the firm does not bind itself to perform in its written 
contract. 

The salesman making the “pitch” flashes a sample catalog revealing 
lists of participating brokers throughout the United States. This so 
impresses the owner that he believes that payment of the fee, varying 
from $150 to $10,000, depending upon the asking price of the property 
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or the advertising space reserved, will invoke a nationwide effort to 
sell his property. 

The owner parts with the fee, and that is the end of the story. Or, 
if he doesn’t pay the fee, he soon finds that he is being sued on a 
contract in which the operator has agreed only to advertise the 
Pe: 

The National Association of Real Estate Boards in its weekly pub- 
lication, Realtor’s Headlines, has given extensive coverage to the efforts 
of a Federal Trade Commission in trying to curb the advance fee 
racket. 

We have also, through editorials and other mediums, sought to alert 
realtors to the machinations of the advance fee racket and to urge 
their cooperation with real estate commissions and other law enforce- 
ment officials in exposing the racket. 

I am submitting for the record a copy of an editorial written by 
Edwin L. Stoll, director of public relations of our associations, which 
appeared in the June 17, 1958, issue of Realtors’ Headlines, our weekly 
publication. 

We want to emphasize that we are not attacking the principle of 
paying an advance fee for the sale of real estate. Some of the most 
reputable organizations in our business—such as Previews, Inc., the 
National Real Estate Clearing House, who engage in the interstate 
sale of real estate, charge an advance fee because of the nationwide 
promotional activity in which these organizations engage. 

One insidious aspect of the advance fee racket is the practice of 
listing local real estate brokers, many of whom are realtors, as local 
representatives of the advance fee operation without even their knowl- 
edge or their consent. 

This contributes materially to the confidence which the unsuspecting 
roperty owner reposes in the advance fee operator, and aids in in- 
ucing him to pay an advance fee for the advertising and the implied, 

if not expressed, assurance that this nationwide list of realtors will 
dispose of the property quickly and at a favorable price. 

n many cases of which we have knowledge, the advance fee op- 
erator publishes the names of local realtors as being their representa- 
tives when, in fact, no contacts were ever made to secure the realtors 
as representatives. 

Presumably the racket obtains the names of realtors from a roster 
which is published annually in a national publication, and there are 
many other known ways of getting names of reputable brokers for 
such lists. 

While we deplore the necessity for Federal legislation to curb this 
racket, we nevertheless must concede that State criminal and licensing 
laws are inadequate to cope with the problem because of its interstate 
character. 

We also concede that the civil penalties of the Federal Trade Com- 
mission are inadequate because a cease and desist order almost in- 
variably results in the dissolution of the offending operation and its 
reappearance in another State under another name. 

Mr. Chairman, we have also received several letters on this subject 
from our members throughout the country. I believe it would be 
helpful to the committee if several of these letters and exhibits would 
be inserted in the record of these hearings. 
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Senator Jackson. It is a question of how many there are. 

Mr. Topp. Seven letters. 

Senator Jackson. We will mark that for identification and for ref- 
erence as exhibit No. 22. 

(Exhibit No. 22 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. O’Donnett. I would like to have put in the record as such 
the editorial that Mr. Todd referred to in his speech. 

Senator Jackson. Without objection it may be included in the 
record as part of his statement. 

Also the proposed amendments will be included, together with the 
full statement that you have just read. 

(The material referred to follows :) 


PROPOSED AMENDMENTS TO S. 3889 


(1) Page 2, line 7, following the word “owner”, add “or his duly authorized 
representative”. 

Often an advance fee operator may be retained by a member of the family of 
a property owner and this could result in a nontitle holder being a party to the 
contract. 

(2) Page 2, line 7, after the word “any”, add the words “business oppor- 
tunity or’. 

The present language limits the offense to an interest in real property, yet the 
complaints against the advance fee racket have been principally concerned with 
business opportunities. 

(3) Page 2, line 11, after the words “false representation”, add the words “as 
to a material fact”. 

The proposed penalty extends to oral as well as written false representations ; 
hence, the materiality of the representation should be emphasized so as not to 
proscribe harmless “sales puffing.” In the 1954 amendments to section 1020 of 
title 18 the Congress added the identical words, ‘as to a material fact”, to the 
offense described in that section. 

(4) Page 2, lines 14 and 15, delete the words “or misleading”. 

The present language provides as an essential element of the offense that the 
person (advance fee operator) have knowledge that his representation to the 
property owner is “false or misleading.” The falsity of a representation, and 
knowledge of its falsity, is susceptible of determination. Not so in the case of 
“misleading,” for here a representation could be true, yet the recipient’s own 
subjective approach to the representation could result in it “misleading” him. 


{From Realtor’s Headlines—Real Estate News Letter, June 17, 1957] 
ADVANCE FEE RACKETEERS 


The Nation’s property owners are bilked of millions of dollars annually by 
fast-talking advance fee racketeers, State license law officials have reported. 
In the process, the reputation of the whole real estate industry is blackened. 

It should be made clear at the outset, however, that the taking of fees in ad- 
vance does not necessarily mean that the real estate firm accepting them is 
suspect. The NAREB position was set forth by the board of directors in 1953 
thus : 

“The committee on professional standards considers it unethical for any real 
estate broker to demand or compel the payment of an advance listing fee for 
the listing of property for sale or lease. The board of directors, however, does 
not consider it unethical for a real estate broker to make an advance charge for 
actual costs such as special advertising, brochures, special signs, and extensive 
display advertising, provided that a proper accounting is made of the disposition 
of all such advance charges. 

“The committee on professional standards considers it ethical for a broker to 
accept an advance payment of a portion of the broker’s commission, or to permit 
participation of the seller or lessor in an amount sufficient to cover expenses 
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for sales promotional work (1) where the property involved is a special purpose 
property for which only a few possible buyers exist or (2) where the property 
involved commands such a price or has unusual features requiring special efforts 
of the broker in an ordinary transaction.” 

It should be emphasized also that a few firms transacting business nationwide 
with the use of advance fees are ethical. 

Now, however, there appears to be a new flareup of activity by questionable 
“advance fee firms” whose representatives approach owners of commercial prop- 
erties, farms, and even homes, promising fast sales at unrealistic prices through 
a farflung coast-to-coast service. Then they make their “touch”’— a preliminary 
fee to “help defray the heavy expense of national advertising and traveling to 
contacts.” 

This advance fee often is 1 percent or more of the sales price, which the 
representatives pull out of the air without any study of the assets or appraisal 
of the business or property. They frequently add a few thousand dollars to the 
asking price established by the owner. With flashy catalogs, fancy engraved 
performance bonds, letters of endorsement, and other sales gimmicks, they are 
able to talk the uninitiated owner into parting with anywhere from $125 to 
$3,000. 

A close examination of the papers presented usually discloses that the so- 
called brokerage organization guarantees only to advertise the property—a far 
cry from the glib oral promises of quick cash sale by the representative. If 
the owner hears at all from the firm again, all that he generally receives is one 
or two classified ads in a newspaper, a worthless listing in a catalog, or vague 
excuses for the inaction. 

Members of the National Association of License Law Officials have long been 
combating these racketeers, but they are limited in their efforts, because of 
license laws which frequently don’t adequately cover the situation and because 
those who are duped are reluctant to admit they have been swindled. Un- 
licensed operators from outside the State have made their killing and moved 
on before the license law commissions hear about them. Publicity about their 
activities has been described as one of the most effective weapons. 

Realtors have been urged to cooperate in the battle by— 

1. Alerting themselves to persons appearing in the community who list real 
estate under the guise of “advertising” and ascertaining whether they are prop- 
erly licensed by demanding their identity. 

2. Notifying State real estate commissions of questionable activities of such 
operators. 

3. Not abetting such schemes by unwittingly letting their names be listed 
as “cooperating brokers” through casual response to exploratory letters or 
propositions by unknown “national brokerage firms’ making glowing claims. 

Like most rackets, that involving the advance or retainer fee is designed to 
parsllel legitimate business practice to such an extent that the victim is un- 
suspecting—until too late. 


Investigate. Caution is the watchword. 
E. L. 8. 


Mr. Topp. We therefore urge the subcommittee’s early approval of 
S. 3889, subject to the amendments set forth herein, so that the bill 
may be enacted before the 85th Congress adjourns. 

You should know that the realtors all over America viciously op- 
pose the advance fee rackets and we are in hearty support of the 
principles of this bill. 

Mr. O’Donnett. Do you have any comments you would like to make 
concerning the bill? 

Mr. Topp. I would rather refer that question to Mr. Williamson, 
because of the legal aspect 

Senator Jackson. Mr. Williamson, would you like to comment on 
the legal aspects of it? I do not think it is necessary to go through 
the specific recommendations. I am just wondering among other 
things what the approach ought to be, whether there should be licens- 
ing for people engaged in interstate commerce. 
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Of course, I realize you are representing the National Association 
of Real Estate Boards as the counsel, but it occurred to me that there 
are other areas that might be involved in business transactions that 
go beyond real estate. It might well include personal property. 

Mr. Wiiuiamson. One of the amendments we suggested was that 
business opportunities be included because I think that most of the— 
from our experience most of the cases really involve the sale of a 
business as distinguished from sale of title to real property. 

Senator Jackson. Yes. 

Mr. Wiuuramson. As to Federal licensing of selling intrastate and 
interstate commerce, while our organization has never considered that 
particular issue, I do not think that it would meet the objective and 
all you would have is just a Federal licensing of interstate operation 
whereas the people involved in the area under consideration could 
continue to violate the Federal statute by not having a license. 

Senator Jackson. Except, of course, you could provide a heavy 
penalty for not having a license. 

The question is one of administration. I do not know whether it 
was called to your attention, but the Western Conference of Attorneys 
General recommended licensing. 

This, it would seem to me, would be a question as to the best method 
of enforcement and how to keep tab on these people. 

It is just a question and I wish you would give a little thought to 
it and let the committee have the benefit of your views at a later date 
by letter, or any other way. 

Mr. Wiiuiamson. I just feel that directing the offense at the fraudu- 
lent misrepresentation would be the more effective way, although I 
notice in the bill—of course, no bill is perfect, there is no criminal 
statute that meets the objective completely. 

I think it is very difficult to draft an airtight statute without in- 
hibiting the operations, the legitimate operations in interstate com- 
merce. 

I note, for example, the bill would apply to whomever being a per- 
son engaged, or purporting to be engaged in the sale of property in 
interstate commerce. You could see there where many of the operators 
could just avoid purporting to be engaged in interstate commerce and 
not come within the statute. 

While the statute won’t rid the country of the problem entirely, it 
certainly would go a long way to bring the operation, to reducing the 
scope of the operation, there is no question about that. 

Mr. Topp. Mr. Chairman, may I bring to your attention one phase 
of this problem, being somewhat conversant with license laws through- 
out the country. 5 

A great many of the States are absolutely silent on the business 
broker. To approach it from the standpoint of administration, it is 
hard to see how any man could sell a business property without nego- 
tiating the sale of premises or the leasing of premises; therefore, that 
operation would fall within the purview of such an act. | 

On business properties in New Jersey we do not have in the State 
such a law as they do have in California. Because they do not have it, 
the operation which contends it handles nothing but business proper- 
ties leaves the commission high and dry, and subject to attack as to 
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whether or not they come under the State-operated real-estate com- 
missions. 

Senator Jackson. Of course, the culprit is out of the jurisdiction of 
the State, or the court. 

Mr. Toop. If the transaction is over; correct. 

Senator Jackson. They are on the move. Apparently they do not 
necessarily transact too much business at the point of this home office. 
They operate in other States. 

Mr. Topp. That is correct. 

Senator Jackson. To get out of the jurisdiction of the local court. 

Mr. Topp. That is correct. 

Senator Jackson. Thank you very much, gentlemen. We appreciate 
the help you have given us. 

The committee will stand in recess until 10 o’clock tomorrow 
morning. 

(Thereupon, at 4:15 p. m., the subcommittee was recessed, to re- 
convene at 10 a.m. Thursday, July 17, 1958.) 
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Unitep States SENATE, 
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met at 10:30 a. m., pursuant to Senate Resolu- 
tion 223, agreed to January 29, 1958, in room 357, Senate Office Build- 
ing, Hon. Henry M. Jackson (acting chairman) presiding. 

Present: Senators Henry M. Jackson, Democrat, Washington; 
Stuart Symington, Democrat, Missouri; Karl E. Mundt, Republican, 
South Dakota; Carl T. Curtis, Republican, Nebraska. 

Also present: Donald F. O’Donnell, acting chief counsel; James 
M. Juliana, chief counsel to the minority; Thomas G. Egan, assistant 
counsel; Mrs. Margaret W. Duckett, acting chief clerk. 

(Committee members present in the hearing room: Senator Jack- 
son. ) 

Senator Jackson. The committee will come to order. 

The first witness this morning is Mr. Alexander E. Cymrot. 

Will you raise your right hand to be sworn, please ? 

Do you solemnly swear that the testimony you are about to give 
before the subcommittee, shall be the truth, the whole truth, and 
nothing but the truth, so help you God ? 

Mr. Cymror. I do. 

Senator Jackson. You may be seated. 

State your name, address, and business or occupation. 


TESTIMONY OF ALEXANDER E. CYMROT 


Mr. Cymror. My name is Alexander E. Cymrot. C-y-m-r-o-t. 
My address is New York City. I am a practicing attorney and I 
represent Previews, Inc. 

Mr. O’Donnett. How long have you represented Previews, Inc., 
Mr. Cymrot ? 

Mr. Cymror. I have not always been their general counsel, but I 
have been associated with them since 1937. 

Mr. O’Donnett. That is when the organization came into existence 
more or less ? 

Mr. Crmror. No, sir; the corporation was organized in 1933. 

Mr. O’Donnetu. Could you tell us in what area Previews, Inc., 
operates, the type of business, for example? 

Mr. Crmror. Previews is in the business of real-estate-sales promo- 
tion as distinguished from real-estate brokerage. 
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Mr. O’Donnetxt. What type of businesses do they generally handle? 
Is it businesses as such, that we have been discussing here, or is it real 
estate, or what type of work do they actually handle so far as they 
are concerned ¢ 

Mr. Crmror. With exceptions that percentagewise, limited to per- 
haps 2 percent, Previews is in the business of real-estate-sales promo- 
tion of residential properties, which are not readily salable in a local 
market. 

Mr. O’Donnet. I want to jump ahead for just amoment. Can you 
tell us before we get into the operation of the firm the type of person 
that your firm represents in the sales of property ? 

(At this point Senator Curtis entered the hearing room.) 

Mr. Crmror. Perhaps the most informative answer to that question 
could be given by reference to a booklet which has been published by 
the company on one page of which appears the statement: “We like 
to be judged by the company we keep.” 

And including among the clientele of the company are Vincent 
Astor, John D. Rockefeller, Herbert H. Lehman, lidiens D. Duke, 
August Belmont, Winthrop W. Aldrich, the Maharaja of Indore, 
Powell Crossley, Jr., Maurice Evans, estate of Otto H. Kahn—these 
are selected at random—estate of Walter B. Chrysler; estate of John 
Ringling; the estate of the National Bank, Bank of America, E. I. 
du Pont de Nemours. 

Mr. O’Donnetu. Have you handled anything for Bing Crosby, 
himself ? 

Mr. Cyrmror. Technically, no, because Bing Crosby’s business affairs 
are handled by his brother, Everett, and our business has been with 
Everett Crosby. 

But a number of properties have been listed by Bing Crosby through 
his brother. 

Mr. O’Donnewu. Have you ever handled anything for Mary Martin, 
the singer? 

Mr. Cymror. Yes; Mary Martin 2 weeks ago listed with Previews, 
Inc., the third residence in 3 years; the first 2 having been sold almost 
immediately after the listing. 

Mr. O’Donnetu. Sold by Previews? 

Mr.Cymror. Yes. 

Mr. O’DonneELL. Is Previews a broker, as such ? 

Mr. Crmror. Technically Previews is a broker because Previews has 
for many years favored the principle of voluntarily licensing itself 
even in circumstances where it is not mandatory because of its con- 
viction that licensing has a beneficial effect in the business. 

Therefore, it is licensed as a real-estate broker in 37 States of the 
Union, and is at the moment an applicant for license in a half-dozen 
additional States. 

But, as I mentioned previously, with minor exceptions on a terri- 
torial basis, Previews does not do real-estate brokerage. 

Mr. O’DonneLu. But you are engaged in which you call promo- 
tional activities? 

Mr. Crmror. Real-estate sales promotion. 

Mr. O’DonneELL. Now, how many properties does Previews take for 
licensing purposes ? 


| 
| 
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Mr. Cyrmror. Because the properties which are listed with Previews, 
from the very nature of the business of Previews, will almost auto- 
matically be probably properties requiring individually engineered and 
executed sales-promotion campaigns, any one of which might be basi- 
cally and radically different from any of the others, it has always been 
the conviction of the company that personalized sales promotion atten- 
tion cannot be given on an effective basis to an inventory of much more 
than 1,500 properties, therefore Previews has always limited its in- 
ventory approximately to that figure. 

Mr. O’DonneELL. How large an organization is it? Is it broader in 
scope than the United States ¢ 

Mr. Cyrmror. Yes, sir. 

In addition to offices, give or take 1 or 2, in addition to offices in 10 
principal cities of the United States, it has offices in London, Paris, 
in Nassau, in Venezuela, in Madrid, and a recently established office 
in southern Rhodesia. 

Mr. O’DonNetL. Do you have with you any brochure of any kind 
which would indicate the type of real estate that you handle ? 

Mr. Cyrmror. Yes, sir. 

Mr. O’DonNELL. Could we see it, please ? 

Mr. Cymror. Perhaps a more effective illustration than a brochure, 
although I have a considerable number of brochures with me, would be 


a sales-promotion kit which I forewarn the committee, I prefer not to 


leave here since the cost of its preparation is $2,000. 

But this is a kit prepared for the Gamble Ranch in Nevada, which 
is listed with Previews at $3 million. 

I do have this in addition to brochures which I can readily leave 
with the committee. 

Mr. O’Donnetu. Can you tell me to what extent the salesmen for 
Previews remain with the company? Is it a month, 2 months, 6 
months, or is it longer than that ¢ 

Mr. Cyrmror. I would say in principle the personnel of the com- 
pany has an average employment age against a 25-year history of 
perhaps 15 years. 

Mr. O’DonneELL. Who is the topman in Previews, Inc? 

Mr. Crmror. The president, John P. Tyson. 

Mr. O’DonNELL. & an you give us some background as to Tyson, 
himself ? 

Mr. Crmror. Yes. 

John Tyson is an American citizen by birth, although he was born 
in Paris and was educated at Cambridge U niversity. 

In addition to being the president of Previews, Inc., he is rather 
active in other real-estate areas. He is, for example, the representative 
of the International Real Estate Federation to the Economic and Social 
Council of the United Nations. 

He is the industry finance chairman of the United States Committee 
for the United Nations. 

He isa director of the International Real Estate Federation. 

He is a member of the board of governors of the National Institute 
of Real Estate Brokers who testified here yesterday through Mr. Todd. 

He is a fellow of the Valuers, Surveyors, and Estate Association of 
Great Britain. 
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Those are some of a considerable number of titles that he has in real 
estate. 

Mr. O’Donnett. Can you tell us, generally speaking, how much of 
wate that is taken by Previews, Inc., is actually sold ? 

r. Cymror. In answering that question, Mr. O’Donnell, I must 
except from the answer those properties which are listed with Pre- 
views, but for which the listing does not continue through the life of 
the contract. 

I might mention parenthentically that one of the practices which 
Previews insists upon is the practice of including in its printed con- 
tract a provision to the effect that at any time during the life of its 
contract the owner-affiant may cancel the contract or withdraw the 
property from the market without any additional obligation to Pre- 
views. 

Mr. O’Donnett. Before we get into the amount of property that is 
sold, let us take that into consideration just a moment. 

When your salesmen go out in the process of making a contract for 
the property to be handled by Previews, Inc., first of all, what repre- 
sentation is made to the prospective seller by your salesman ? 

(At this point Senator Curtis retired from the hearing room.) 

Mr. Cyrmror. Representations are not made by Previews’ salesmen 
in the form of predictions. Their basic function is an explanation 
of Previews business and a statement of why that business has generally 
proven effective. 

Mr. O’Donnetu. Now, does the salesman appraise the particular 
real estate that might be taken over by Previews, Inc., under contract ? 

Mr. Cyrmror. Initially, no. Initially the salesman has only these 
instructions : 

Since the company specializes in the sales promotion of properties 
which are not readily available, the unsalability of the property has 
more often than not Lean proven by previous listings with brokers. 

Therefore, there is more often than not a previous history of list- 
ing with brokers. 

Initially the salesman has only these instructions, since there is an 
advance fee based on a percentage, the salesman is instructed that if 
the owner proposes to list the property with Previews at any price 
which is higher than a price previously given to a broker, the sales- 
man is required to waive the advance fee on the differential so that 
there will be no inducement to recommending a higher listing price to 
the owner. 

Mr. O’DonneLt. In other words, you do not up the price of the 
property that you handle ? 

Mr. Crmror. We sometimes think the price has been undervalued 
in its listing with the broker and we will occasionally recommend a 
higher listing price, but that recommendation never affects the Pre- 
views’ fee because the fee is automatically limited to a percentage 
calculated on the lower listing price which was previously given by 
the owner to the broker. 

Mr. O’DonnELL. Now, can you give me an illustration of the type 
of property that you might handle, or that Previews might handle? 

Mr. Cyrmror. There have been tens of thousands, but I think per- 
haps, Mr. O’Donnell, the most interesting and possibly the most amus- 
ing one is one referred to in an article in Time magazine which was 








MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 81 


dated the day before yesterday, which happens to have an article about 
Previews, Inc. 

This statement appears: 

“For $300,000 Tyson”—because this article was based on an inter- 
view with him in England—“Tyson will sell”—no, I am sorry. 

“For $300,000 Tyson will sell a half share in an Irish property,” 
but that is not the one I was attempting to call attention to. 

“For $182,000 the title to the Windwood Island of Mustique, which 
Previews claims includes the right to appoint one’s own parliament”— 

Mr. O’Donne ut. In general, you handle real estate as such that 
basically is worth quite a bit of money and is not readily salable by 
the person who owns the property ? 

Mr.Cymror. Yes. 

As a matter of fact, I might state at this time that the carefully 
trained personnel representing Previews are under instructions to 
make it unequivocally clear to the prospective clients whom they visit 
that if the property is readily salable in a local market through con- 
ventional procedures, it is not to the interest of the client to do busi- 
ness with Previews. 

Mr. O’Donnett. For what, generally, and this is general, I am 
sure—for what period of time might the salesman be at the property 
prior to the contract being drafted? Is it a 30-minute proposition, 
or a half-day proposition, or is it longer than that ? 

Mr. Cymror. I can think of specific instances. 

Mr. O’DonnELL. Give us one instance. 

Mr. Cymror. Well, the Gamble Ranch. The Gamble Ranch was 
listed after there had been a discussion of the listing by Mr. Gamble 
with a brokerage firm in Nevada, which recommended Previews, a 
subsequent discussion by Mr. Stewart, who is the owner of the Gamble 
Ranch, with the manager of the Denver office of Previews. 

This discussion took place in Colorado Springs. 

Another discussion, in New York, I think, with the director of the 
New York office, and then the property was finally listed by Mr. 
Gamble physically in Palm Beach, where he was vacationing and 
where he was advised Mr. Tyson, the president of the company, was 
scheduled to arrive on business and they had, I think, 1 or 2 luncheon 
appointments and 1 or 2 dinner engagements and then the property 
was listed. 

Mr. O’Donnett. In other words, this is not a proposition where a 
salesman goes in and in a matter of hours sells them a contract and 
then runs down to the bank and cashes a check ¢ 

Mr. Crmror. No, sir. 

Mr. O’Donnett. Can you tell me for what period of time Previews, 
Inc., will handle this particular piece of property for sale? Is it 
something that you will sell in 30 days, 60 days, or what period of 
time ? 

Mr. Cymror. The period of contract has a 3-year expiration date. 

However, if a sale does not take place in 3 years and the experience 
of the company has been that these so-called white elephants are not 
always salable in a 3-year period, the company has often voluntarily 
and without additional compensation continued its efforts to consum- 
mate a sale. 
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An interesting example of that took place approximately a year ago 
when a New York property, which Governor Lehman had listed with 
Previews some 5 years previously, but on which Previews had never 
discontinued its sales promotion, was sold. 

Mr. O’DonneEtL. What percentage of the value of the property is 
taken by Previews initially ¢ 

Mr. Desa There are two answers to that, Mr. O’Donnell, based 
on geographical conditions. In some areas of the country the advance 
fee is 1 percent. In other areas the advance fee is 114 percent. 

Mr. O’Donne tt. If the property is sold by Previews, Inc., is there 
another fee due Previews, Inc. ¢ 

Mr. Cymror. Yes, sir; Previews, Inc., receives a sales promotion 
fee of an additional 214 percent on sale, although again there is another 
pricing policy in which the total fee payable by the owner is more than 
21% percent, but in which the net to Previews is only 2 percent. 

That situation occurs in those cases in which geographical problems 
are such that Previews believes that more effective service can be ren- 
dered to the owner if a full-time local broker representative is per- 
suaded to accept responsibility for a showing of the property at any 
time during the year. 

These are generally areas in which there are seasonal factors or 
travel factors involved, and as compensation to a local broker who 
is appointed, to use the company expression, as a local servicing broker, 
the owner makes an additional percentage payment and Previews con- 
tributes one-half percent of its final fee. 

So that although the total payable by the owner is in those cases 
higher the net to Preview in those cases is lower. 

The highest that Previews nets under any arrangement contingent 
on the sale is 244 percent. 

Mr. O’Donnetu. The situation we have been discussing is somewhat 
unusual; is it not? 

Mr. Crmror. You mean the local servicing ? 

Mr. O’Donnett. Yes; it is not the normal run of the business ? 

Mr. Cyrmror. It happens—this will be purely an estimate on my 
part, and I shall take a matter of seconds to do some mental calcula- 
tions—I would say that the final fees that Previews receives on sale, 
approximately 10 percent of its final fee income is contributed to local 
broker representation. 

Mr. O’DonnELL. Now, if the salesman for Previews takes 1 or 114 
percent for advance fee, then at a subsequent date when the property is 
sold you take an additional, say, 2 percent, what happens if, in 6 months 
or a year the property is not sold ? 

The person who has listed the property with Previews decides for 
any number of reasons not to sell and he cancels the contract. What 
does Previews then receive / 

Mr. Crmror. Nothing, sir, despite the fact that in the experience of 
the company in the average listing the out-of-pocket investment by 
the company is approximately 3 times the amount of retainer. 

There are many instances where Previews will have investment of 
twice the amount of the retainer despite the fact that the client has an 
absolutely unqualified right to cancel or withdraw the property with- 
out any further obligation to the company. 
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Mr. O’DonneEtu. Based on your promotional activity in trying to 
effect sales, as a general rule as to the 244 percent that ‘Previews does 
receive in making the sale, how much of that actually runs to the pro- 
motion insofar as the sale? How much of that runs to Previews 
insofar as property on a percentagewise basis? 

Mr. Cymror. In 25 years of its history, Previews has never in any 
one year had a profit before taxes of more than 6 percent of its gross 
income and the average profit over 25 years is considerably under 6 
percent of the gross income. 

Mr. O’DonneELL. In many cases, for example, where you do list prop- 
erty and where the contract is canceled prior to the sale, there is actu- 
ally a loss to Previews ? 

Mr. Cymror. gd 

Mr. O’DonneELL. Can you tell us generally the value of the property 
that is handled by Previews in any given year for sale? 

Mr. Crmror. Do you mean the sale price of its total inventory, or 
the sale price of those properties which are sold ¢ 

Mr. O’DonneE LL. The sales price of the total inventory. Let us take 
it both ways. 

Mr. Cymror. I will have to do that by thinking out loud, Mr. 
O’ Donnell, because I don’t have the actual figures. 

With an inventory of approximately 1,500 properties, I would say 
that the average price of the Previews’ listing runs somewhere in the 
neighborhood of $75,000. So you would value possibly $100,000. 

Mr. O’Donnetn. Have you a definite figure as to the amount sold ? 

Mr. Crmror. Peculiarly enough, the company maintains no accurate 
statistics on that as distinguished from the number of sales. 

This article in Time magazine, although the management of the 
company is not the authority for this statement, states that the sales 
last year were $28 million. 

An article in the Saturday Evening Post stated that the sales in the 
year in which that article was written were $50 million. 

Neither figure is particularly accurate. 

Mr. O’DonNELL. You are not interested in the actual figures, as 
such, in the value of the property / 

Mr. Cymror. I will say consistently year after year the sales of the 
company run into tens of millions of dollars, sir. 

Mr. O’DonneE LL. Can you tell us how much on a percentagewise 
basis annually property is sold by Previews, Inc. ? 

Mr. Crmror. I can. 

If I may, sir, I would prefer to put that not on an annual basis, but 
on a contract lifetime basis. 

Mr. O’Donne vv. All right. 

Mr. Cymror. Of those properties which remain with Previews, 
there through the life of the contract, and are not canceled or with- 
drawn, more often than not under circumstances which represent a loss 
to Previews, a minimum of 75 percent of the properties are sold during 
the life of the contract. 

Mr. O’DonnELL. Why is it that you maintain records as to the per- 
centage of the property that is actually sold? Is that an administra- 
tive function of Previews ? 

Mr. Crmror. Simply because Previews is so committed to the philos- 
ophy of investing every possible dollar in being effective to its clients 
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rather than being informative to itself, it operates with a minimum of 
personnel in every area except those areas which can be directly 
effective in sales promotion. 

It has been a treasury department of only a half dozen people and 
the statistics required, for a company such as this, can become very 
impressive and this does not happen to be one of the statistics that they 
keep for no more intelligent reason than that. 

I cannot give you the figure. 

Mr. O’Donnetxt. Do you have a booklet which lists the various 
properties which are handled by Previews, Inc. ? 

Mr. Cymror. I have a catalog with me which is published by the 
company from time to time, but it is not all-inclusive. 

Mr. O’DonneE tu. Could we see that, please 

Mr. Cyrmror. Yes. This is a catalog dated 1958, which gives more 
or less of a cross section of listings in New England, Florida, and 
the South. 

I might mention that this catalog is intended to accomplish one 
particular objective. Many people who travel to Florida for a vaca- 
tion from New England, in the opinion of Previews, can be interested 
in a Florida property. Although this catalog is given considerable 
distribution, the plain truth is that it has one basic function. 

A copy of it is put on every single airplane which flies between 
any New England city and Florida, and in a surprising number of 
cases vacationists who pick this up on an airplane ultimately buy a 
property in Florida. 

Mr. O’DonneEtL. What percentage would you estimate this par- 
ticular booklet containing partial listing of properties that you hold 
represents as to the promotional activities of Previews, Inc. ? 

Mr. Cyrmror. Your question does not call for comparisons but I 
will remark, nevertheless, that although I understand that there are 
some companies which consider the publication of a catalog such as 
this to be their principal promotional activity, Previews is not par- 
ticularly impressed either with the importance of the effectiveness of 
such a catalog and in terms both of dollar investment, time invest- 
ment, and effectiveness of results, it certainly does not represent as 
much as 1 percent of the overall activity of the company. 

Mr. O’Donnett. How many brokers, for example, do you have on 
your list that are part of Previews’ operation ? 

Mr. Crmror. There are many lists. Multiple listing of a property 
is done according to the factors involved in the listing. 

But I would say in the course of a year the inventory of the com- 
pany is listed at one time or another with probably as many as 5,000 
of the more reputable brokers in the United States, each of whom 
incidentally must have, among others, one unwaivable qualification, 
they must be recognized as realtors by the National Association of 
Real Estate Boards. 

Mr. O’Donne tt. Is there any personal contact made by Previews, 
Inc., and the brokers that are going to handle the business for them ? 

Mr. Crmror. Always. One of the more important functions of 
those consultant employees whose immediate responsibility it is to 
engineer the sales promotional campaign, is throughout their travels 
to devote, if anything, a major part of their time to constant con- 
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sultation with brokers in the area who are recognized by Previews as 
qualified to sell its inventory. 

Mr. O’Donnetu. Now, can you give us illustrations of the type of 
promotional activity by Previews that is carried on? 

I am thinking of advertising, things of that nature, Mr. Cymrot? 

Mr. Crmror. I have submitted to an investigator for this commit- 
tee, Mr. O’Donnell, a copy of a mimeographed statement prepared 
some time ago by Preview s, which is available to anyone interested in 
the operations of the company, which gives something of an outline 
of the operations of the company. 

That statement, I presume, is already in the files of this hearing. 

If I may do so, with your permission, rather than to take the time 
to reframe an answer, I would prefer to refer to that statement, if I 

may, and call attention to some of the information in it. 

Mr. O’Donnetxt. What I am thinking of, Mr. Cymrot, is whether 
you put small ads in newspapers for sale of this particular property, 
or whether you put large ads, what type of mediums you use. Is it 
legitimate or not? Things along that line. 

Mr. Crmrot. May I quote from this statement? 

Mr. O’DonneELL. Yes. 

Mr. Crmror (reading) : 


It is difficult to explain precisely how Previews undertakes to accomplish a 
sale in any given case, for one of the very things that makes it an effective organi- 
zation is that it recognizes the essentiality of flexibility, creativeness, imagina- 
tiveness, and resourcefulness in sales promotion and it, therefore, does not neces- 
sarily or automatically treat any two listings with identical approaches. 

However, there are some features of its operation which have proven suffi- 
ciently effective so that they recur in a majority of its sales campaigns and, 
therefore, can be outlined. 

To begin with, Previews was the originator of the concept of multiple listing 
on a national basis. It has through a quarter of a century, by publicity, direct 
mail and personal contact, educated thousands and thousands of the more 
reputable, ethical, and competent real estate men throughout the United States 
into an understanding of its system of business and an acceptance of the fact 
that they can, entirely without cost to themselves, gain considerable financial 
benefit by working on the sale of Previews’ listings which are made available 
to them. 

These are not franchise brokers, nor is their privilege exclusive, nor are they 
required to make payments to anyone for the opportunity of receiving Previews’ 
listings. 

On the contrary, Previews proceeds on the theory that the more brokers who 
show its listings, the more effectively will it be representing its owners and, 
therefore, any broker who meets the qualifications requirements of Previews 
in terms of integrity and reliability and recognition as a realtor by the National 
Association of Real Estate Boards, is eligible to receive company listings. 

Within a matter of a day or two after the acceptance of any listing Previews 
notifies a very substantial number of brokers, the number varies according to 
the circumstances, of the availability of the property for sale. As of that 
moment the principle of multiple listing is in operation and the owner has broker 
representation throughout the United States and usually abroad. 


So I might remark parenthetically at this time that the basic prin- 
ciple of real-estate sales promotion is multiple listing on a national 
and even an international basis. 

By way of anticipation, I might say there is two-thirds of a page 
more of this. 


At that point the literature department of Previews begins the preparation 
of a pictorial and factual description of the property, which is because of the 
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skills and experience of the personnel responsible for its preparation itself an 
effective selling instrument. 

To give the owner every possible advantage in the preparation of this litera- 
ture, Previews makes an inspection of the property wherever it may be located 
and receives from its representatives a professional knowledgable survey and 
description involving physical condition, conversion adaptability, pricing market 
potential, et cetera. 

The type of literature varies with the circumstances. It can potentially 
vary from a 1-page black and white presentation, including 2 photographs to a 
16 page multicolored presentation including dozens of photographs of both 
exterior and interior. 

Their literature is automatically distributed to the accredited brokers with 
whom the property has been listed by Previews and hundreds, sometimes thous- 
ands, of additional copies are distributed by special arrangement or by special 
request or in connection with buying inquiries addressed directly to Previews. 

The advertising department of Previews then plans an advertising campaign 
for the property. Of course, this advertising campaign varies more drastically 
than any other one feature of the company’s operation for advertising expendi- 
tures on some properties have been in the $25 and $50 category and on other 
properties have exceeded $10,000 and even $20,000 per property. 

Advertising is done through many different mediums, including newspapers, 
magazines, trade publications, radio, TV, and various other specialized outlets. 

Depending on the lessons learned from experience in similar situations, ad- 
vertising can be concentrated in one shot, full-page coverage in a very expensive 
nationally circulated magazine, or it can be spread over small advertisements 
running repeatedly in dozens of local newspapers throughout the country. It 
can be telescoped in timing where there are seasonal factors involved, or where 
the owner is under emergency selling pressure or spread over the 3-year life of 
a contract on given cases. 


In other words, there is no stereotyped answer which I can give you 
about the advertising format which is followed. 

Obviously on a $50,000 listing in a 1 percent area Previews will re- 
ceive $500. 

On a $3 million listing in a 114-percent area, previews will receive 
$45,000. 

Obviously the advertising budget on a $45,000 retainer cannot even 
be remotely compared with an advertising budget on a $500 retainer. 

Mr. O’DonneEt. Do you have any brochures which give illustrations 
of the advertising that is done with you? 

Mr. Crmror. Yes, sir; I have some with me. This is a sample of an 
advertisement in the New Yorker. The per page cost is something 
over $1,500. 

This is a sample of an advertisement in Town and Country. The 
per page cost is something over $1,200. 

By contrast I have an advertising schedule, a sample advertising 
schedule on a particular listing here, in which advertisements in the 
month of June 1958 will run in the New York Times, the Los Angeles 
Times, the Denver Post, the Wall Street Journal, Midwest edition; 
the Wall Street Journal, Southwest edition; Chicago Tribune, the 
Fort Worth Star-Telegram, and advertising in the 1 month of June, 
which is one-thirty-sixth of the life of the contract, was billed to the 
company at $887.16 for this 1 property. 

Mr. O’Donnewv. I think that will be sufficient for our purposes. 

You have in front of you an article in Time magazine. This Time 
magazine article which appeared a couple of days ago, will you identi- 
fy that? 

Mr. Cymror. The magazine is dated July 14, 1958. 

Mr. O’DonneEtt. On what page is the article? 
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Mr. Cyrmror. Page 77. 

Mr. O’Donnetu. Mr. Chairman, I would like to have that intro- 
duced as an exhibit for reference purposes. 

Senator Jackson. Without objection, it may be admitted as exhibit 
No. 23. 

(Exhibit No. 23 was marked for identification and may be found in 
the files of the subcommittee. ) 

Mr. O’Donnetu. These two ads that were handed to us, one in the 
New Yorker and one in Town and Country, I would like to have this 
listed in the record for reference purposes, Mr. Chairman. 

Senator Jackson. That will be exhibit 24. 

(Exhibit No. 24 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. O’DonneELut. You have a statement from which you read which 
you prepared personally some time ago. Will you identify that so 
far as title? 

Mr. Crmror. The only title which appears on here, Mr. O’Donnell, 
is “Previews, Inc.” 

Mr. O’Donne tt. All right. I would like to have that introduced 
for reference purposes, Mr. Chairman. 

Senator Jackson. That will be exhibit 25. 

(Exhibit No. 25 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. O’DonNELL. Now, you have some other exhibits there that you 
would like to put in the record, [am sure. If you will identify them, 
we will put them in the record for reference purposes. 

Mr. Cy>r:or. Well, Previews is a company which has come in for 
considerable attention. I have a reprint from an article about the 
company in Nation’s Business, which unfortunately is not dated, but 
it was.several years ago. 

Mr. O’DonneELL. What else? 

Mr. Cyrmror. I have a reprint from a very long article about the 
company in the Saturday Evening Post, dated March of 1953, and 
the New Yorker, dated sometime in 1957. 

Senator Jackson. That will be marked for identification as exhibit 
26. 

(Exhibit No. 26 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. O’Donne tu. Are those all the exhibits you wish to put in the 
record ? 

Mr. Cymror. Those are all the magazine articles, Mr. O’Donnell. 

Mr. O’Donnett. I think that will cover it. 

I want to ask another question. Do you know of any other organi- 
zations that are active in the sale of real estate or the listing of real 
estate other than Previews, Inc. ? 

Mr. Crmror. Certainly not on a national basis. 

Mr. O’Donnext. As far as you know, you are the only one who 
handles this? 

Mr. Crmror. Your question concerns companies which are engaged 
in the sale of real estate ? 

There are brokerage firms which have national representation, such 
as Webb & Knapp, but there is no company other than Previews 
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nationally engaged in real estate sales promotion as distinguished 
from brokerage. 

Mr. O’DonneELL. Let us get into the bill for just a moment. 

Do you have any recommendations in regard to S. 3889 ? 

Mr. Cymror. I should like to make as my first comment in answer 
to that, Mr. O’Donnell, that Previews, and I personally consider the 
testimony produced in this room as nes irrevocably and un- 
challengeably the existence of an evil and the need for corrective 
measures. 

In that respect Previews is very decidedly a proponent of legisla- 
tion, if necessary, Federal legislation, sir, and I am somewhat con- 
cerned about the language of the proposed statute as presently drafted 
basically for two reasons, only one of which immediately affects my 
client. 

Referring specifically to that provision of the law which contem- 
lates that the determination of whether there has been a crime will 
e based on oral representation and considering it only from the 

viewpoint of an ethical, legitimate company, I respectfully submit 
that there is a potential unfairness in the administration of such a 
law which traces to the following facts: 

It has been the experience of Previews that in dealing with a 
clientele which over a 10-year period probably numbers five to ten 
thousand owners there will be inevitably an occasional instance of 
dissatisfaction with the services of the company and in those in- 
stances in which the determination of whether a crime has been com- 
mitted must be determined by reference to alleged oral representa- 
tions, I suggest, sir, that there are possibilities for personal vindic- 
tiveness. 

Another type of instance which rather concerns me is this 

Senator Munpr. On the point you are working on now, the oppor- 
tunities are there, but you have to have rather tangible evidence in 
order for the bill to become operative against Previews or any other 
concern. 

You cannot go to the enforcement officers and say, “This fellow said 
he was going to sell my property and he did not sell it.” 

Mr. Cyrmror. Possibly my concern is unwarranted, but I will give 
you a specific example of the situation I have in mind, which occurred 
rather recently, and which is the last situation in the world in which 
there should have been any vindictiveness. 

Previews had a property in Colorado. It proceeded to multiple 
a that property with reputable brokers throughout the United 

tates. 

Within a matter of 3 months after the listing it received a rather 
scathing denunciation by letter from the owner because, with hun- 
dreds of thousands of brokers in the United States and a multiple 
listing in this particular case, with perhaps 7,500 brokers, it had 
come to the attention of the owner that there had not been a multiple 
listing with one particular brokerage firm that he thought was pe- 
culiarly qualified. 

The listing was immediately made at his request with this brokerage 
firm. Within a matter of a month after that an unrelated client, who 
happened to reside in Rhode Island and who happened to vacation 
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in Florida, listed a Rhode Island property with a Florida repre- 
sentative. 

The Florida representative, being conscious, as are all Previews’ 
representatives, of the importance of representing all owners at all 
times, said to this Rhode Island client, “If you sell your home in 
Rhode Island, what are your future plans?” 

The answer was, “I am thinking of establishing myself in the Mid- 
west, possibly in Colorado.” 

Whereupon the Florida representative remarked, “In that case we 
have just the property for you in Colorado.” 

Within a matter of 2 weeks, by direct instrumentality of Previews, 
although Previews is not a broker and generally avoids instrumental- 
ity if it can, rather than interfere with the commission-earning possi- 
bilities or potential of other brokers, the property of this Colorado 
client had been sold. 

One would expect that he would be rather grateful for an effective 
sales promotion. Instead, he is the most outspoken critic that the 
company has in this country today and his assertions about the com- 
pany are so irresponsible that they almost defy description. 

The man is almost irrational on the subject of his relations with 
Previews. 

I am convinced, sir, he would not hesitate to make any statement, 
truthful or untruthful, for personal satisfaction, in addition to which 
he has simply categorically refused to pay the bill of the company. 

Senator Munpr. I know you run into people of that kind in all 
walks of life—mental cases, people who are not responsible or 
rational. 

But they can operate in almost every other field of law. They 
come around and sign an affidavit to an officer that somebody is 
robbing a bank or exceeding a speed limit. But it is not going to 
hurt a reputable company because at the worst it will cost you a little 
legal money to defend yourselves against an unwarranted attack. 

Mr. Cyrmror. Fortunately I represent a client which is nationally 
recognized as a national company, but it is said this is a Government 
of laws and not men and it is altogether conceivable that a United 
States attorney in any one of the 48 jurisdictions would be impressed 
by a local complaint and the company would find itself in a position 
that it is most anxious not to be in, defending itself against the 
accusations of a crime. 

The company is not concerned that it will ever be convicted of a 
crime, but accusations and defense against them sometimes are as 
irritating and embarrassing to the company as conviction. 

Senator Munpr. If you carried that philosophy far enough, you 
would eliminate all law. 

Mr. Crmror. No, sir. Asa matter of fact, although I would prefer 
to come to it in a few moments from now, in making this suggestion 
about a possible administrative weakness in the law, I am prepared 
with a substitute suggestion. I am not planning to suggest to this 
committee that there be an abandonment of any hope of correcting 
the situation. 

Senator Jackson. Might I just suggest this: in the interest of 
time, because we are caught in a bad situation today with the Senate 
in session, I am wondering if you would be good enough to submit 
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to the committee in letter form your specific recommendations with 
reference to legislation and in particular the pending bill. 

Would you mind doing that? I think this would be much more 
helpful than just to do it here informally in connection with the pres- 
ent hearing. It will give us an opportunity to study it a little more. 

Senator Munpr. I suggest that you take this bill and suggest a 
substitute amendment which will permit a legitimate organization 
to function with as little embarrassment as possible, and unnecessary 
expense as possible. 

fr. Cymror. I will be delighted to do that and will be grateful 
for the opportunity of assistance. 

But I would like to ask one question. Would it be in order, in your 
opinion, for me to include in my comments and recommendations a 
basically different approach to the controlling of this evil than the 
approach which is now under contemplation. 

Senator Jackson. You may include anything you want. 

May I ask this question of you: You do not need to answer it now. 
You might give consideration to Federal licensing or, in lieu of that. 
a provision that in the event that the individual firm or corporation 
should be in violation of the State law and carry on transactions 
in interstate commerce, it would then become a Federal offense. Do 
you follow me? 

Mr. Cyrmror. Yes. 

Senator Jackson. There is a constitutional problem there. I am 
— too sure about it, but the Connally hot oil act is about the closest 
thing. 

Mr. Crmror. I had intended, if invited to do so today, and shall be 
pleased to do by letter, to have a considerable number of things to say 
about the benefits that are potentially inherent in a settlement of this 
problem through licensing controls. 

Senator Jackson. That will be fine. 

Senator Munpr. I would suggest that you do not pu all your eggs 
in one basket, however, because I think Federal licensing a..v creates 
a lot of problems and raises a lot of objections. 

As a substitute proposal I suggest you say this can be handled either 
this way or the bill can be amended as follows. 

Mr. Cyrmror. I find myself continuing to make remarks although 
I have been invited not to do so because of the pressure of time, but 
with your permission will make this concluding statement : 

Actually my intentions were, without going into detail, to recom- 
mend a rewording of this statute and then a supplementing of this 
statute with specific forms of licensing controls. 

In other words, I did not propose to suggest a substitution of one for 
the other, but an addition of one to the other. 

Senator Jackson. Fine. Thank you very much. 

Mr. Cymror. You are very welcome, sir. 

Senator Jackson. And you will do this, I presume, immediately 
because this session is moving along pretty fast. 

Mr. Crmror. Within a week, sir. 

Senator Jackson. Or less ? 

Mr. Cyrmror. I shall. 

Senator Jackson. See if you cannot get it in by the first of the week. 

Mr. Crmror. My problem is that I shall not be back the office until 
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Monday, but I will give it my first attention Monday if that will suit 
your time. 


Senator Jackson. Can you have it down here by Tuesday morning? 

Mr. Crmror. I think so. 

Senator Jackson. Thank you very much. We appreciate your fine 
testimony. 

Mr. Crmror. Thank you, Mr. Chairman. 

Senator Jackson. Mr. John W. Gwynne, Chairman of the Federal 
Trade Commission; Ear] Kintler; and Mr. Babcock, Executive Direc- 
tor. 

Do you solemnly swear that the testimony you are about to give 
before the subcommittee shall be the truth, the whole truth, and noth- 
ing but the truth, so help you God ? 

Mr. Gwynne. I do. 

Senator Jackson. We are very happy to have you back again. We 
shall appreciate having your comments with reference to the pending 
legislation, and anything else you wish to say in connection with this 
overall problem. 


TESTIMONY OF JOHN W. GWYNNE 


Mr. Gwynne. Thank you. I have no written statement, Mr. Chair- 
man, other than the letter which was sent up representing the views 
of the Commission. I presume you have that. 

Senator Jackson. We have the letter. We will include the letter at 
this point in the record, if that is all right, sir. 

Mr. Gywnne. Thatis agreeable w ith me. 

(The letter referred to follows :) 


FEDERAL TRADE COMMISSION, 
Washington, July 14, 1958. 
Hon. Henry M. JACKSON, 
Acting Chairman, Permanent Subcommittee on Investigations, Committee 
on Government Operations, United States Senate, Washington, D. C. 

DEAR Mr. CHAIRMAN: This is in reply to your request of June 25, 1958, for 
comment upon 8. 3889, 85th Congress, 2d session, a bill to amend chapter 47 of 
title 18 of the United States Code to prohibit the receipt of fees in connection 
with the execution of contracts for the rendition of cerain services connected 
with the sale of real property in interstate or foreign commerce which have been 
induced by fraudulent misrepresentations, and for other purposes. 

The purpose of this bill, as you note in your letter, is to eliminate the 
illegitimate advance-fee operators, in interstate real property transactions. This 
is proposed to be affected by providing that under certain circumstances receipt 
of fees by those subject to the law shall be subject to a maximum penalty of a 
fine of $5,000 and imprisonment for 5 years. The persons subject to the law 
would be those engaged in the business of obtaining listings, selling advertising, 
or rendering any other service incident to the sale of property located in one 
State to purchasers residing in another State or a foreign country. The action 
to be rendered unlawful would be the making or procuring of the making of an 
oral or written false representation concerning the nature or extent of such 
services to be rendered, made to induce the owner of an interest in real property 
to execute a contract authorizing services incident to sale thereof, when such a 
contract actually is executed and payment thereunder is made. 

You are correct in your understanding that the Commission, as early as 1955, 
began action against enterprises using false and deceptive representations of 
this type in the course of their operations in interstate and foreign commerce. 
An account of this action and its current progress may be of interest to your 
committee in its consideration of S. 3889. 

The Commission’s investigations have led, so far, to the initiation of formal 
proceedings against 10 enterprises of this type, by complaint alleging their prac- 
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tices to be violations of the Federal Trade Commission Act. Five of these cases 
have reached decision, without contest, and orders to cease and desist have been 
issued. Another is now before the Commission for decision upon a hearing 
examiner’s recommendation for the issuance of an appropriate cease-and-desist 
order, also without contest by the respondents. In three more cases counsel 
currently are working toward a similar disposition. The remaining case is being 
contested, and the litigation is in the stage of taking evidence before a hearing 
examiner. 

The first complaint was issued March 23, 1956, and the most recent on May 8, 
1958. The first order to cease and desist was issued on August 3, 1956, and the 
most recent on April 29, 1958. Investigations currently are in progress into the 
activities of about 20 other groups of operators, and it appears that most of these 
will be completed, to the point at which decision can soon be made as to the 
appropriateness of formal complaint. It is, of course, not possible now to predict 
with any reasonable degree of accuracy how many of these investigated opera- 
tions will result in the issuance of formal complaint alleging violation. 

The method of operation involved in these cases appears to have been developed 
by a few operators, in the early years of this decade. Its novelty and success 
attracted imitators, and employees of the early successful operators started their 
own enterprises after learning the technique. As a result the number of groups 
and the area of their operations began to increase rapidly at about the time the 
activities had come to the Commission’s attention and investigation had been 
started. Most of the enterprises which have been the subject of order of com- 
plaint or are under investigation involve several corporations or individuals, so 
that the effective scope of each order is several times the number of cases. For 
example, the 5 complaints now in process involve 11 corporations and 22 indi- 
viduals. The approximately 20 enterprises now under investigation should 
involve about the same ratio. 

The Commission's powers of remedial action are far broader in scope than the 
proposed legislation. For example, the orders issued to date in this type of case 
have prohibited false and deceptive representations in soliciting for sale not only 
real property but also businesses, and have applied not only to situations in 
which the enterprise renders services incident to sale, but also to enterprises not 
rendering the services but only falsely representing themselves as doing so, and 
not only to enterprises involving purchasers, but also those where no purchaser 
exists, and not only to cases in which property and purchaser are in different 
States, but also to all such false representations in the course of operations in 
interstate commerce, whether or not the purchaser, if any, and the property are 
in different States. This broad scope of remedial action is possible because the 
Federal Trade Commission Act is in general terms and therefore is applicable 
to all the many variations of a basic scheme, such as the varied ones being used 
by the different operators in this field. 

The bill, if enacted, would not affect the duties or functions of the Commission. 
Enforcement of its provisions would be within the responsibility of the Depart- 
ment of Justice. The Commission, therefore, does not oppose enactment. 

By direction of the Commission : 

JOHN W. GwYNNE, Chairman. 


Mr. Gwynne. I also understand, Mr. Brookfield, of our trial staff, 
told you yesterday something about the general operation of these 
groups so far as the Federal Trade Commission has observed them. 

So I will not undertake to go into that. Maybe you would like to 
direct some questions to me specifically. 

Senator Jackson. I was a little concerned about the letter, frankly, 
the next to the last paragraph on page 3: 

The Commission’s powers of remedial action are far broader in scope than the 
proposed legislation. 

In that whole paragraph there lies the implication—at least I 
gather the impression—that you can do the job adequately under exist- 
ing enforcing authority. 

I gather from the testimony to date that the Federal Trade Com- 
mission is rather handicapped in this problem. 
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Mr. Gwynne, I did not intend, I am sure, to mean that we had 
taken any position against any legislation you might wish to enact 
that added criminal sanctions. 

Senator Jackson. For instance, the next sentence 

For example, the orders issued to date in this type of case have prohibited 
false and deceptive representations in soliciting for sale not only real property, 
but also businesses, and have applied not only to situations in which the enter- 
prises renders services incident, to sale, but also to enterprises not rendering the 
services, but only falsely representing themselves as doing so, and not only to 
enterprises involving purchasers, but also those where no purchaser exists, and 
not only to cases in which property and purchaser are in different States, but also 
to all such false representations in the course of operations in interstate com- 
merce, whether or not the purchaser, if any, and the property are in different 
States. This broad scope of remedial action is possible because the Federal 
Trade Commission Act is in general terms and therefore is applicable to all the 
many variations of a basic scheme, such as the varied ones being used by the 
different operators in this field. 

We got the impression that while FTC has certainly made every 
effort to do the job. One of the problems is that once a cease-and- 
desist order is carried out, the business entity disappears, but the indi- 
viduals, the salesmen and the culprits in all this—the ones who make 
these false verbal representations—end up in some other company 
or some other outfit. 

So although a specific entity goes out of business, the problem con- 
tinues to exist and misrepresentations in this area of business activity 
continue throughout the country. 

My only comment is that, of course, we want to be helpful to the 
FTC so that they will do a better job. I want to make clear that I 
think you have tried to do ever ything you could, but have found your- 
selves a bit handicapped. 

Mr. Gwynne. Of course, when we issue you a cease-and-desist order 
against the corporation we normally include many individuals, and 
that includes their activities there from there on out. 

Senator Jackson. The trouble is you cannot include them all very 
well. 

Mr. Gwynne. That is correct. 

I want to make clear, Mr. Chairman, we think the question of 
recommending any particular legislation is for the Department of 
Justice to consider how it fits in with their other laws. We are not in 
any way opposing the thought of some criminal sanctions here. 

I think your committee is to be commended for giving consideration 
to this very important problem. However, I do like to point this out: 
In spite of the fact that in a criminal statute you can pick up somebody 
and fine him and put him in jail, which the Commission cannot do, 
in many respects we have found that the Commission can do many 
things that no criminal statute can ever hope to do. 

Senator Jackson. I agree with that. 

Mr. Gwynne. There are several reasons for it. One reason is that 
the quantum of proof is difficult. We do not have to prove them be- 
yond a reasonable doubt. 

The next one and a very important one, is that our cases are not 
tried before juries. Sometimes elements that enter into a jury trial 
do not enter into cases that are tried before a cold-blooded hearing 
examiner or a court, but the greatest reason of all is that the Com- 
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mission has the power or visitation. They can go into a company’s 
office, look at their books, get statements from officials or anyone vir- 
tually, and they can put those people on the witness stand. 

In fact, a lot of the work of the Commission, the orders gotten out 
by the Commission are based quite substantially on testimony that we 
get from the respondent himself. You could not do that in a crimi- 
nal case. 

Senator Jackson. Do you have powers of contempt? I assume you 
have. 

Mr. Gwynne. As to witnesses? 

Senator Jackson. Yes, sir. 

Mr. Gwynne. A witnes who will not answer ? 

Senator Jackson. Yes. 

Mr. Gwynne. Yes; we do. Through a district court we do it. 

Senator Jackson. You have to make application in the United 
States district court ? 

Mr. Gwynne. Yes; that is correct. 

Senator Jackson. All right. 

Senator Munpr. Do you have any success in preventing them from 
making a privileged use of the fifth amendment ? 

Mr. Gwynnr. No; we do not have much trouble. Although we 
have had cases where respondents have argued that they were not 
required to testify. 'The Commission has consistently held that this is 
not a criminal case; they are required, and the courts have upheld 
us. 

Senator Munpr. In other words, you move right in to the Justice 
Department if you meet recalcitrant witnesses and the courts have 
pretty well sustained your powers to investigate ? 

Mr. Gwynne. That is right. 

We have had some recent decisions on it which have sustained pretty 
much down the line. 

Senator Jackson. As long as the questions are pertinent to the in- 
quiry and do not involve a criminal situation, of course, the fifth 
amendment does not apply in a noncriminal suit. 

Senator Munpr. I wish you were a judge and so ruled in some of 
our courts because some of the rulings indicate that the fifth amend- 
ment applies on everything, even on the matter of questions involving 
whether the man is a citizen or not, when he is known to be a citizen. 

Certainly there is no criminal implication involved in saying “Mr. 
Jackson, are you a citizen ?,” and if you are a citizen you say “Yes.” 

If you are not a citizen that is one thing. 

Senator Jackson. I would not want to undertake to say what the 
law is or is not, so far as constitutional questions are concerned. It 
is only what the Supreme Court says it is at the time they are deciding 
the case and that is rather hard to predict. 

Senator Munpr. I recognize my colleague’s many years as an ex- 
cellent lawyer. In many cases excellent lawyers make good judges, 
but in reality that is not always the case. 

Mr. Gwynne. We have not had too much trouble in this area. Ifa 
man disregards a subpena or refuses to bring records, we simply file 
in the district court and ask that he be compelled to comply. 

Senator Munpr. A failure to comply with a cease-and-desist order 
makes it possible for you to go into district court under contempt 
proceedings 4 
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Mr. Gwynne. A penalty. A cease-and-desist order is in effect a 
permanent injunction. It says to the corporation or to the individual, 
never do certain things again. 

Senator Jackson. What is the penalty as far as individuals are con- 
cerned, 

Mr. Gwynne. Well, it is $5 ,000 for each offense and I think where it 
is continuous violation it is $5,000 a day. 

Senator Jackson. It isa fiine in effect ? 

Mr. Gwynne. It isa penalty. 

Senator Jackson. It is a penalty, but there is no jail sentence? 

Mr. Gwynne. No. 

Senator Jackson. Is it a civil action to collect a judgment? 

Mr. Gwynne. That is right. Well, it is to collect a penalty, really. 

Senator Jackson. In effect, you get a judgment ? 

Mr. Gwynne. That is correct. 

Senator Jackson. That is your only ultimate remedy on failure to 
pay the penalty. 

Let me ask you this: I think you have raised a proper point. I take 
it to be your position that probably two courses of action should be 
available. 

One is the course which the Federal Trade Commission now follows; 
the other is that you have no objection, certainly, to the consideration 
of criminal penalties separate and apart from the Federal Trade Com- 
mission, which, of course, would be following the Department of 
Justice prac tice. 

Mr. Gwynne. That is correct. We have no objection. In fact, I 
think it would supplement the work we do and it might supplement 
the work they do. 

Senator Jackson. Do you feel that you need additional legislative 
authority to act in this, shall we call it, the injunctive field? Do 
you need any additional legislative authority to cope with this prob- 
lem in the area in which you are now functioning ? 

Mr. Gwynne. I would not say we needed any additional authority 
in this particular type of case any more than we might need it in other 
types of cases. 

Senator Jackson. What if there is an elusive situation here? It is 
not like a problem of murder; and those things. You are dealing 
with a corporate entity. 

The people who really commit the offenses are the salesmen who 
run amuck all over the land, and it is a little bit of a problem to take 
care of them in a cease-and-desist order. 

Mr. Gwynne. That is true; they might not be included and it might 
not be easy to find them. 

However, where we find people who are really engaged in the main 
essentials of the wrongdoing we try to make them parties so that the 
cease-and-desist orders do cover them. 

One additional advantage, too, I would like to point out, when you 

ass a criminal statute it has to be specific so that you can base an 
indictment on it. That is not true of our law. It is very general and 
if the methods are changed from day to day, we can still make a show- 
ing that that is an unfair business practice. 
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I would say this, Mr. Chairman, if I might, to sum it up: We cer- 
tainly have no objection to any criminal statute and we think you 
should be advised by justice as to what it should be. 

We will certainly be glad to cooperate in every way. We would 
not want anything done which- would affect our powers because we 
think we can handle a lot of these matters which could not be reached 
criminally. 

Senator Jackson. In short, your position is whatever action we 
take should be supplemental ? 

Mr. GwYNNE. That is correct. 

Senator Jackson. And not to revoke the authority that you now 
have? 

Mr. Gwynne. That is correct. 

Senator Jackson. It should be in addition to your power to act? 

Mr. Gwynne. That is right. 

Senator Jackson. I think that is reasonable. 

Senator Munpr. I would like to ask the witness who is a distin- 
guished former colleague of ours, a midwestern lawyer from the great 
State of Iowa, and generally a wise counsel, do you have any sugges- 
tions as to the present bill for improving it, tightening it up? 

Would you give us the benefit of that kind of counsel ? 

Mr. Gwynne. We have made a few suggestions here, Senator. 

Senator Jackson. They look kind of official and cold. I thought 
informally for the record you might give us the benefit of your 
thinking. 

Mr. GwyNNE. Some of these changes we suggest can easily be made 
in the law. For instance, you can make it apply to siaiiomat property 
which Mr. Brookfield advises me is quite often the subject of these 
deals rather than the real property. 

Senator Jackson. I raised that question yesterday. I suggested 
that we should define property as real and personal effects, because 
in a lot of these business transactions you are really not necessarily 
dealing in real estate. 

In a technical sense it can be personal, leaseholds. It all depends 
on the law of the State. 

Senator Munpr. That is a very good suggestion. Do you have 
another one ? 

Mr. Gwynne. I would suggest not to try to limit this to specific 
things that that fellow sighs not do in the next case. Make it as 
broad as you can make it. 

Senator Munpr. In other words, make it broad rather than de- 
fining a specific kind of problem. 

Mr. Gwynne. I think a good model, which might not work in this 
case, is the statute which almost every State has: obtaining property 
by false pretense. It is a simply stated statute in my State, but yet 
it is as broad as all outdoors and covers a multitude of wrongdoing. 

That is a good guide to follow in adopting legislation of this kind. 

Senator Munpr. You do not want to create an opportunity either 
for shyster lawyers, due to a statute that is too broad simply to 
plague or embarrass legitimate concerns. I know something about 
the real estate business. I have been in it, myself, over 12 years. 

Sometimes you have dissatisfied customers because they have not 
received the price which they think they should have. 
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I think we should do all we could to avoid encouraging unscrupu- 
lous lawyers to complain about a legitimate operator. 

Mr. Gwynne. That is true. The statute is based pretty much on 
getting something by false statement. Anybody who wants to stay 
within the law can stay away from false statements and he is not in 
trouble. 

Senator Munpr. There would have to be an acceptance of a financial 
return for the statement. 

Mr. Gwynne. That is true of all these false pretense statutes. You 
have to prove the getting of something by some false representation. 

Senator Jackson. I think we have to be very careful in the wording 
of this proposed statute because when you get into criminal penalties 
you cannot be vague and uncertain; otherwise under the statute, as the 
chairman just pointed out, we will never be able to get any indictment 
because the courts are pretty strict on that. 

It would be very difficult and I think we shall want to be very 
careful. 

We appreciate very much your fine and helpful statement. 

Mr. O’Donnell will be in touch with your staff if we need any more 
information in reference to the bill. 

Mr. Gwynne. Thank you, Mr. Chairman. 

Senator Jackson. The next witness is Mr. Frank Wagner, direc- 
tor, License and Claims Commission, Insurance Department, State of 
Connecticut. 

Do you solemnly swear that the testimony you are about to give be- 
fore the subcommittee shall be the truth, the whole truth, and nothing 
but the truth, so help you God ¢ 

Mr. Waener. I do. 

Senator Jackson. You may be seated. 

State your name, occupation, and address. 


TESTIMONY OF FRANK WAGNER 


Mr. Wacner. Frank Wagner, the director of the license and claims 
in the Insurance Department of the State of Connecticut. 

(At this point Senator Jackson retired from the hearing room. ) 

Senator Munpr (presiding). Do you havea prepared statement ? 

Mr. Wacner. No, I haven’t; Senator. I understand you are running 
short of time, so I will make my remarks very brief and tell you what 
our experience has been in Connecticut in regard to this problem. 

Senator Munpr. You may proceed in your own way and we may 
ask you a few questions as we go along. 

Mr. Waener. I would like to do that. 

Connecticut enacted its real-estate licensing law in 1953, effective 
October 1 of that year. We soon started to get complaints regarding 
the activities of these organizations. The first one we got was an 
elderly couple that owned a hotel that had practically no economic 
value down in the city of Greenwich. The husband was in the hos- 
pital dying of a heart attack or cancer, and the wife was desperately 
anxious to dispose of the property. pati 

Our experience in Connecticut, and as a result of our investigations, 
proves that the victims of these organizations are always people who 
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own properties that cannot be moved through the regular channels, 
and people who are already financially distressed. 

As a matter of fact, we found several instances where the client or 
prospective seller had to go to a small loan company to borrow the 
money to pay the fee. 

What has been testified here yesterday is substantially true in Con- 
necticut with the one exception that they usually clip our citizens for 
$400 or $450 rather than $150 or $200. 

We investigated their activities very carefully. We never found 
a single instance where a property had been sold as a result of the 
money paid. 

Our law was challenged on its constitutionality and during the hear- 
ing in a lower court a salesman for one of the organizations testified 
that he had personal knowledge of three properties having been sold 
as a result of the activities of that organization. He was asked to 
give names and addresses, which he did. 

We subsequently, but unfortunately, did not have time before the 
end of the trial, checked on those three properties and we found the 
statements to be wholly false. 

Mr. O’Donne tt. In other words, none of the properties were sold. 

Mr. Waener. None of them. One just evaporated and the other 
two owners said they knew nothing about it at all. 

Now, in regard to this advertising that they claim to do so ex- 
tensively, we questioned them very carefully and we were told in 
substance that their advertisements were read by 25 million people, in- 
cluding Life magazine. 

Gentlemen, I asked to see the Life magazine and it was the smallest 
advertisement that I had ever seen. I think it was exactly two lines, 
saying “Business opportunities” and the name of the firm. 

It is on the basis of that type of advertising that they claim that 
their advertisements are being read by 25 million people. 

In our effort to curtail the activities of these organizations we in 
1955 asked the legislature to amend the law and to specifically spell 
out their activities so as to bring them under the law. There was con- 
siderable lobbying against that amendment and quite a few of the 
attorneys on the Judiciary committee told me in confidence or to one 
side, that they felt that the amendment was unconstitutional, but if 
we wanted it they would vote for it. 

I would like to leave with the committee my statement to the judi- 
ciary committee at the time. In my statement I pointed out that these 
organizations up to a certain time submitted to real estate licensing 
and obtained licenses, but as they began to lose their licenses in the 
various jurisdictions they then decided they were in the advertising 
business rather than in the real estate business. 

I am terribly sorry to say that our appellate court, known as the 
supreme court of errors, ruled that the amendment was unconstitu- 
tional. 

Mr. O’DonneEtu. Then there are instances throughout the country in 
various States where these fellows did try to get a license under the 
brokerage law, as such ? 

Mr. Waener. They got them. 

Mr. O’Donnetu. They got them? 

Mr. Waener. They got them and lost them. 








MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 99 


Mr. O’DonnEtL. Now, they claim they are advertisers and they do 
not come within the purview of the real estate law ¢ 

Mr. Waenrr. Precisely. 

As a matter of fact, we did license two organizations. They subse- 
quently lost their licenses in the home State, or some other State, and 
we under our retaliatory law revoked their licenses in Connecticut. 

Then there were others who applied for licenses and in the mean- 
time we were beginning to learn about their operations and we insisted 
on seeing their books. 

They refused to show the books and we refused to issue licenses. It 
was about that time they conceived the idea they were in the advertis- 
ing and not in the real estate business. 

I would like very much to leave with the committee my remarks 
before the judiciary committee. 

Senator Munpr. Would you like this made a part of the record ? 

Mr. Waener. No; this isa different one. 

As the previous speaker has said, and I think your committe will 
recognize, that an evil does in fact exist and it gets worse from time to 
time. 

What the remedy shall be, I am not too certain. We tried it in 
Connecticut and we lost that mode of coping with the problem. 

In regard to the suggestions made here of a Federal licensing law, 
I have serious doubt. They will still contend they are in the advertis- 
ing business and following the opinion of our mdaen! in Connecticut, it 
might reasonably be held by the Supreme Court of the country in a 
similar ruling. 

Furthermore, a Federal licensing law would superimpose another 
law upon the laws of the 48 States. I think every State has a real 
estate licensing law with the possible exception of Rhode Island. 

I do think, however, and it has been testified here, and from personal 
experience we know this, that many of these salesmen who are em- 
ployed actually believe that they are rendering a public service in 
selling this scheme to the owners of property. 

We asked for a warrant for the arrest of one man and he was posi- 
tively shocked—he lived in New Jersey at the time—to find out that he 
had been involved in some type of scheme that was in violation of the 
law. 

We have an affidavit that we just obtained from him, and I would 
like to file that with the committee. He is now in Florida. His name 
is Joseph Ratti. He repeats almost verbatim the instructions that he 
received from his teacher, Mr. McCarthy, in New Jersey. 

I live in a community of 3,000. Our retired principal of the school 
became involved in it and then heard something about it and came 
to my home and was shocked to find out that he “had gotten involved 
in it. 

A very respected citizen in the town of Weathersfield, Conn., had 
seen an advertisement in the Wall Street Journal and then thought he 
had better come over to see us. He had become licensed up to be one 
of the salesmen. He was so shocked over what we told him he was 
going to cancel the subscription to the Wall Street Journal that they 
should carry such an advertisement. 

Mr. O’Donnetu. May the exhibit of Mr. Ratti be made a part of 
the record ? 
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Senator Munpr. Yes. That may be made exhibit No. 27. 

(Exhibit No. 27 was marked for identification and may be found 
in the files of the subcommittee. ) 

Mr. Waener. In regard to the penalty that is here intended, at least 
to be imposed upon the man who makes the oral misrepresentation, and 
in regard to what I have just said that some of these men that they 
employ honestly believe that they are doing a public service, I would 
suggest to the committee that you also include those that make avail- 
able the material that perpetrates this deception. 

We heard Mr. Parker testify yesterday that he did not have to 

say anything. All he had to do was show this material, the Kiplinger 
report, these affidavits, certificates, and what have you. 

Senator Munpr. You are not suggesting, are you, that you will 
make all publications responsible for the validity of all the claims of 
the advertisers ? 

Mr. Waener. No, sir; I am suggesting this, to include those that 
furnish these salesmen with the material to perpetrate the deception, 
misrepresentation, or what have you. 

Those articles that are furnished will speak for themselves and it 
can easily be shown that they are not true. 

Mr. O’Donnetx. Are you talking about the Kiplinger article, for 
example / 

Mr. Waener. Not only that, but the other material that is being 
furnished. We have furnished your committee with a letter from the 
Home Indemnity Co. in regard to this reported bond that they are 
flashing around. 

Mr. O’DonneEtu. Will you explain that, please ? 

Mr. Waener. Mr. Parker testified yesterday, and you have in your 
file, what purports to be a bond issued by the Home Indemnity Co. 
and it is dated 1953. The Home Indemnity Co. in its letter of July 
5, 1958, to our department says that they issued the bond in 1956. 

This thing that you have is dated 1953. And that they had never 
authorized anyone to use their bond in this manner here. 

It is a very reputable insurance company. We have it licensed in 
Connecticut. 

I would like to leave with the committee this letter from the Home 
Indemnity Co. 

Mr. O’Donne tt. I would like to have that included as an exhibit 
for reference. 

Senator Munpr. It may be made exhibit No. 28. 

(Exhibit No. 28 was marked for identification and will be found 
in the appendix on p. 157.) 

Mr. O’DonneEtt. Your suggestion is that when some insurance com- 
pany, for example, it uses the instant case, gives out what looks to be 
a performance bond, a bond guaranteeing the innocent citizen the 
validity of the company, that the bill should relate to such an insurance 
company ¢ 

Mr. Waaner. No, excuse me, sir. The insurance company never 
printed this thing here. This was printed by the organization, Busi- 
ness Mart of America. What 





Senator Munpr. You mean false representation ? 
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Mr. Wacner. Yes. The material that these organizations furnish 
to their salesmen is the real heart of the misrepresentation. This here 
purports to be a fidelity bond. That is about all I have to say. 

Senator Munpr. Certainly under the laws of Connecticut, the in- 
surance company would have recourse against somebody using its 
name like that. 

Mr. Waener. Senator, they have issued a bond, but not for the use 
that these people are making of it. 

Now, something has been said about the statutes of the various 
States obtaining money by false pretenses. We tried to get warrants 
on that basis in ‘Connecticut, but the attorney, or the State prosecutor, 
says, “No, you have to show intent.” 

Furthermore, it has also been testified that these men hit and run. 
They get the check; they go down to the bank, get a bank check, and 
they are gone and y ou cannot extradite on a licensing law violation. 

Senator Munpr. May I say that we would appreciate it if you will 
take S. 3889 and if you desire to, write us a letter with any suggested 
changes, modifications for getting the kind of legislation in which we 
are all interested. 

We would like to have that by next Tuesday. 

Mr. Waener. I shall be glad to do that. 

Senator Munpr. Thank you very much for your testimony. 

Mr. Waener. Thank you, sir. 

Senator Munpr. The committee will stand in recess until 2 o’clock. 

(Present in the hearing room: Senator Mundt.) 

(Thereupon, at 12:15, the subcommittee recessed, to reconvene at 
2:30 p.m. same day.) 

AFTERNOON SESSION 


The subcommittee reconvened at 2:30 p. m., upon the expiration of 
the recess. 

(Present in the hearing room: Senator Jackson. ) 

Senator Jackson. The subcommittee will come to order. 

The first witness is Mr. Gerard Wholey. 

Will you raise your right hand to be sworn, please. 

Do you solemnly swear that the testimony you are about to give be- 
fore the subcommittee shall be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Wuotry. I do. 

Senator Jackson. You may be seated. 

State your name, address, and occupation. 


TESTIMONY OF GERARD WHOLEY 


Mr. Wuotey. My name is Gerard Wholey, assistant director, Con- 
necticut Insurance Department, Hartford, Conn. 

Mr. O’Donneti. Mr. Wholey, you have a statement which was pre- 
pared for the committee by Mr. Wagner. 

Mr. Wuotey. Yes; it was prepared by myself. We did not submit 
it this morning. We would like to submit it this afternoon. 

Mr. O’Donnett. Mr. Chairman, may I have it made an exhibit for 
reference purposes ? 

Senator Jackson. That will be marked for identification as “Ex- 
hibit No. 29. 
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(Exhibit No. 29 was marked for identification and may be found in 
the files of the subcommittee. ) 

Senator Jackson. Thank you very much. 

Mr. William F. Callahan, Director of Mail Fraud Investigations, 
Bureau of Chief Postal Inspector, Post Office Department. 

Do you solemnly swear that the testimony you are about to give be- 
fore the subcommittee shall be the truth, the whole truth, and nothing 
but the truth, so help you God ? 

Mr. Catnanan. | d 

Senator JAckson. State your name and occupation. 


TESTIMONY OF WILLIAM F. CALLAHAN 


Mr. Cautuanan. William F. Callahan, Director of Mail Fraud In- 
vestigations in the Bureau of the Chief of Postal Inspector, Post 
Office Department. 

Senator Jackson. You have been in that capacity for how long? 

Mr. Catianan. I was an inspector for something over 20 years. 
Ihave been in my present job for the past year. 

Senator Jackson. I believe you have a statement in connection with 
the letter that came from Mr. Leo G. Knoll, the Acting General 
Counsel. 

We will include that in the record at this point. 

(The letter referred to follows:) 


STATEMENT OF CuHrieFr PostaL Inspector D. H. STEPHENS 


The Postal Inspection Service is charged with the responsibility of investi- 
gating alleged violations of section 1341, title 18, United States Code, which 
prohibits use of the mails in furtherance of schemes to defraud. In the dis- 
charge of this responsibility, inspectors have investigated numerous complaints 
relating to the activities of the so-called advance-fee real-estate operators. 

It is believed that a brief résumé of the modus operandi of these promoters 
may be helpful to the committee in its consideration of the need for additional 
legislation to cope with the problems presented by these schemes. 


MODUS OPERANDI 


(a) Leads.—Circular letters, which include a business-reply card, are mailed 
out with attractive wording indicating that now is the time to sell businesses. 
(This circular is calculated to appeal to people who have businesses or property 
for sale and who are desirous of obtaining a better price than they can get 
locally.) 

(b) Follow-up.—Answers to the circular letters are followed up with form 
letters indicating that a qualified appraisal representative, or survey repre- 
sentative, will call shortly to discuss the proposed sale of the property. 

(c) Action by survey representative-—The survey representative signs up 
the prospective seller to a contract containing a statement that the company 
will not be bound by anything except the terms of the contract and that the 
contract may be rejected within a certain number of days and the advance-fee 
deposit refunded. The advance fee, collected at the time the contract is signed, 
usually amounts to 1 percent of the total sales asking price, and it is indicated 
that in the event of sale approximately 10 percent commission will be due, minus 
the amount of the advance fee. Complainants are universal in claiming that they 
paid the advance fee because the survey representative was insistent that it 
represented earnest money to insure that they would not back out of the proposed 
sale when a prospect was brought around. Very little is said about the adver- 
tising for which the contract indicates the advance fee is collected, and many 
complainants claim to have been assured the fee would be returned if no sale 
was made during the term of the contract. 
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(d) Advertising.—The volume of advertising seldom approximates, or exceeds, 
the amount spent for salesmen’s commissions, and it is obviously aimed at se- 
curing more victims for the concern, the securing of prospective purchasers taking 
a secondary place. 

(e) Sales.—These companies are very reluctant to give any statement showing 
the proportion of sales to the proportion of contracts entered into and are evasive 
concerning the contracts turned down within the time limit specified in the 
contract. However, it is indicated that the sales made by one concern, Charles 
Ford & Associates of the West, approximate only about 6 percent of the contracts 
entered into on which advance fees were collected. 

(f) Prospective purchasers.—It is apparent that these companies make no 
investigation of people who indicate a desire to purchase property to determine 
their ability to do so, but most of them scatter these names around among patrons 
who complain in an effort to convince them that a sincere effort is being made to 
sell their property. 

(g) Associated brokers.—These brokers are obtained by mailing out to brokers 
all over the country attractive circulars containing business reply cards to be 
filled out and returned. When a business reply card is received in the home 
office of the company, the prospective associated broker is mailed a contract which 
requires no active performance on his part, but which he may sign and return 
after which he receives certain insignia to put in his office window showing that 
he is an authorized associated broker and can act for the parent company. When 
analyzed as to the commission features, these contracts provide so little to the 
associated broker that he does not undertake to actively sell any of the property 
about which he is notified, since his expenses in doing so would exceed the 
amount of his portion of commission on the property. 

(h) Qualifications of survey representative.—Although these people are in- 
variably presented to the victim as appraisal experts, or survey representatives, 
it has been ascertained they are simply high-pressure salesmen, most of whom 
have had no previous real estate experience, but who are solely interested in 
signing up these contracts to secure the 35 percent commission earned thereby. 
In proceedings before the Licensing Commission, State of New York, a salesman 
named Kitzman testified that he had secured 100 listings and advance fees in 1952 
and 100 advance fees in 1953, realizing a sum in excess of $27,000 in commissions. 
This one salesman, therefore, during a 2-year period mulched the public in excess 
of $27,000 in advance fees. He could not assure the commission that any of 
these properties were sold. 

It may be stated that it is indicated these promoters have spent a great deal 
of money in legal fees in an effort to justify their retention of licenses in a number 
of States. Various and sundry of them have also spent considerable money for 
legal talent in defending individual salesmen caught operating illegally in various 
States, and have actually refunded money to complainants in some States pos- 
sibly to minimize the pending criminal prosecution of said salesmen. There 
seems to be a sort of loosely knit connection between them inasmuch as the 
names of the same people have been signed to correspondence emanating from 
different offices. When anyone connected with any of these companies is hailed 
before the bar, the companies have submitted elaborate briefs in an effort to 
convince the authorities that they are engaged solely in the sale of advertising 
and are not real estate brokers in the usual sense of the word. 

During the past 5 years, a total of 112 investigations relating to advance-fee 
promotions have been authorized. As of this date, 19 cases have been presented 
to United States attorneys for consideration of prosecutive action. Prosecution 
was declined in 9 of these cases and 10 are still pending. Investigation in many 
of the cases is still in progress. 

It is difficult to estimate with any degree of accuracy the amount of money 
filched from the public by such promotions, but it is safe to say that it will 
aggregate many millions of dollars. 

Although complainants report numerous misrepresentations made to them 
verbally by sales representatives of advance-fee-brokerage concerns, it has been 
impossible in most cases to obtain sufficient evidence to show that the promoters 
of the brokerage companies sanctioned or acquiesced in such misrepresentations. 
A studied effort apparently is made to make it appear that the operations of the 
field representatives are without the sanction of the home office. 

The primary difficulty in prosecution of these cases is to prove that the sales- 
man actually misrepresented the services which would be furnished and, further, 
that if misrepresentations were in fact made, the brokerage firm or principal 
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had knowledge of or responsibility therefor. The contract which is executed 
on behalf of the brokerage concern generally provides simply for advertising 
the property and makes no mention of the availability of a buyer, etc. Since 
the brokerage concerns do advertise the property, it generally is made to appear 
that the owner of the business to be sold has received everything which the 
contract provided for. 

In closing, it may be said that a reading of S. 3889, the bill under consideration, 
indicates that it may not overcome the difficulties inherent in obtaining prosecu- 
tion in these cases. It would seem that the same problems encountered in 
obtaining prosecution in title 18, United States Code, section 1341, as previously 
noted, will still obtain. 


Senator Jackson. I think it might be appropriate if you could read 
on page 3. I think that is the most pertinent part at the moment. 

Mr. Catnanan. Mr. Chairman, I would like to say this: The Chief 
Postal Inspector, Mr. Stephens, asked me to express his regrets that 
he was unable to be here because of prior commitments and this is 
his statement. 

Senator Jackson. Fine. You will be submitting it for him? 

Mr. CatLanan. Yes, sir; that is correct. 

This is page 3 of Mr. Stephen’s statement : 


It may be stated that it is indicated these promoters have spent a greal deal 
of money in legal fees in an effort to justify their retention of licenses in a number 
of States. Various and sundry of them have also spent considerable money for 
legal talent in defending individual salesmen caught operating illegally in var- 
ious States, and have actually refunded money to complainants in some States 
possibly to minimize the pending criminal prosecution of said salesmen. There 
seems to be a sort of loosely knit connection between them inasmuch as the names 
of the same people have been signed to correspondence emanating from different 
offices, 

When anyone connected with any of these companies is haled before the bar, 
the companies have submitted elaborate briefs in an effort to convince the author- 
ities that they are engaged solely in the sale of advertising and are not real 
estate brokers in the usual sense of the word. 

During the past 5 years, a total of 112 investigations relating to advance fee 
promotions have been authorized. As of this date, 19 cases have been presented 
to United States attorneys for consideration of prosecutive action. Prosecu- 
tion was declined in 9 of these cases and 10 are still pending. Investigation in 
many of the cases is still in progress. 

It is difficult to estimate with any degree of accuracy the amount of money 
filched from the public by such promotions, but it is safe to say that it will 
aggregate many millions of dollars. 

Although complainants report numerous misrepresentations made to them 
verbally by sales representatives of advance fee brokerage concerns, it has been 
impossible in most cases to obtain sufficient evidence to show that the promoters 
of the brokerage companies sanctioned or acquiesced in such misrepresentations. 
A studied effort apparently is made to make it appear that the operations of 
the field representatives are without the sanction of the home office. 

The primary difficulty in prosecution of these cases is to prove that the sales- 
men actually misrepresented the services which would be furnished and, further, 
that if misrepresentations were in fact made, the brokerage firm or principal had 
knowldege of or responsibility therefor . 

The contract which is executed on behalf of the brokerage concern generally 
provides simply for advertising the property and makes no mention of the avail- 
ability of a buyer, etc. Since the brokerage concerns do advertise the property, 
it generally is made to appear that the owner of the business to be sold has 
received everything which the contract provided for. 

In closing it may be said that a reading of S. 3889, the bill now under considera- 
tion, indicates that it may not overcome the difficulties inherent in obtaining 
prosecution in these cases. It would seem that the same problems encountered 
in obtaining prosecution in title 18, United States Code, section 1341, as pre- 
viously noted, will still obtain. 
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Senator Jackson. Mr. Callahan, let me ask you this: 

I think I understand the problem you pose. However, I am wonder- 
ing if there is not some other approach that we could make in order to 
terminate as best we can, or, at least, deter this kind of racket. Sup- 
pose that there is a requirement on licensing ? 

Mr. Cattanan. I believe that would be very helpful. 

Senator Jackson. It would seem to me that that would give law- 
enforcement officials an additional club with which to try to break up 
these rackets. 

As I understand your point, and I think it is a very important one, 
it is a matter of proof when you proceed by straight criminal statute 
alone. 

Unless you have a pattern of events that will convince a jury that 
this has been going on over a period of time as a part of a scheme, 
plan, or design, juries will be reluctant to convict. 

Is that not about what it boils down to? 

Mr. CatLanan. That is true. 

With that knowledge, the United States attorneys, of course, are 
very reluctant to go into court, with a case which they have little hope 
of winning. 

Senator Jackson. However, if they were licensed and they had to 
meet specific standards as to competency and had to adhere to certain 
basic rules, it might be a lot more diflicult for them to pull this sort of 
thing. 

Mr. CaLLaHAn. It would certainly appear so, yes. 

Senator Jackson. I think you raise a very important point. 

I wish you would give a little thought to this approach. I raised it 
earlier in the hearings. I do not like the idea of licensing because it 
gets the Government in such a broad area, but I do not know how else 
you can really control something like this if you are going to deal 
effectively with the problem. I certainly will appreciate any com- 
ment you can made at a later date, either by letter or memorandum, 
on the position of the Post Office Department. 

They do use the mail ? 

Mr. CaLttanHan. Yes, and that is never a problem, proving the use 
of the mail. We have that in all these cases. 

Senator Jackson. And what is sent through the mail is apparently 
perfectly proper ? 

Mr. Catianan. That is true. 

Senator Jackson. It is the verbal misrepresentations and the in- 
ducements that occur in connection with the procurement of the writ- 
ten document that is the question before us, and how to cope with that 
kind of situation. 

So in the light of what you know about this, we will appreciate any 
comments that the Department might be able to make in the way of 
helpful legislation. 

Mr. Cattanan. Thank you, sir, and I shall be glad to talk to the 
Chief about it. 

IT am sure he will give it some thought, too. 

Senator Jackson. Fine. 

Mr. O’Donnetu. Mr. Callahan, I have one question. I am not 
going into any aspect or any particular case that the Post Office may 
have had, but have you had any experience as to the buyer’s list or 
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Se to make concerning such list, whether it is true or false? 
r. CALLAHAN. In one very recent case in which the inspectors 
arrested a salesman and got the sales kit in connection with the arrest 
we picked up this buyers’ list and we found, so far as the investiga- 
tion has progressed, that the people listed therein knew nothing about 
their names being listed as buyers. They were not prospective buyers 
at all. 

Senator Jackson. Thank you very much, Mr. Callahan. We ap- 
preciate having your comments. 

Mr. CattauaNn. Thank you, sir. 

Senator Jackson. Mr. Lee B. Stanton. 

Would you raise your right hand to be sworn ? 

Do you solemnly swear that the testimony you are about to give 
before the subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. coanven. I do. 

Senator Jackson. State your name and official position. 


TESTIMONY OF LEE B. STANTON 


Mr. Stanton. My name is Lee B. Stanton. I am deputy attorney 
general of the State of California. 

Senator Jackson. Mr. Stanton, have you prepared a statement in 
connection with this particular subject matter? 

Mr. Stanton. Yes; I have prepared a mimeographed statement, 
and I have a supplemental typewritten statement also, Mr. Chairman. 

Mr. O’DonneELL. I would like to have those statements put into the 
record at the present time for reference purposes. 

Mr. Stanton. Thank you, sir. 

The CuatrmMan. Without objection, the statement will be included 
in the record at this point. 

(The statements referred to follow :) 


STATEMENT OF LEE B. STANTON, DEPUTY ATTORNEY GENERAL OF CALIFORNIA 
IN CALIFORIA 


During the latter half of 1949, the Los Angeles office of the California State 
Division of Real Estate received a great number of complaints regarding ad- 
vance-fee plans. Most of these were directed against the largest operator in 
this field, the Central Listing Plan, which was licensed as a real estate and 
business opportunity broker, as were its salesmen. 

Several other companies using the same sort of scheme were also formed 
about this time. They appeared to be imitators, and in some cases were formed 
by ex-salesmen for Central Listing Plan. The same sort of complaints were 
received against these other companies, but in smaller volume probably because 
they were smaller operations. All of those others who were then operating at 
that time seem to have given up this type of business by the time or shortly 
after the accusation below was filed against Central Listing Plan. 

In January 1950, an accusation was issued against the Central Listing Plan, 
involving about 20 licensed individuals. Some 70 complaining witnesses were 
specified. The types of complaints were misrepresentations regarding the char- 
acter of the contract and the length of time it ran, false promises about quick 
sales, and misrepresentations ahout nonexistent buyers. 

The complaints revolved around a combination listing and advertising agree- 
ment. It called for a $150 fee if the business changed hands or even if the owner 
went out of business within 1 year. A quick look at the form, however, indicated 
that only a commission was to be paid and only if a sale were made. 

One element that made the plan a success was that California law requires 
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that notices of sales of businesses must be published in newspapers. After 
taking a listing, the operators could merely watch the papers and then make 
their claim. 

A formal hearing requiring 16 days of testimony was heard between May and 
July 1950. As of September 1950, the commissioner revoked some 30 licenses 
which had been issued to about 15 individuals. 

Before the hearing was held, the operators set up the Business Exchange 
Corp. as the successor to Central Listing Plan. This was changed from time 
to time to other names including Business Buyers Guide, Pacific Business Ex- 
change, National Business & Property Exchange, and U. 8S. Buyers Guide. 
For convenience we shall refer to this as National. 

Their plan was also changed to one emphasizing advertising. And in 1951 
they claimed that the new plan was not covered by the then existing license 
law. 

The license law was changed to specifically include this type of operation 
as one requiring a license in 1955, by the addition of the advance-fee amend- 
ments to the real-estate law of California (Stats. 1955, ch. 1678). Since then 
the operators have gone into court and have not taken out licenses. 

Between 1949 and 1956, the principal advance-fee operator in California was 
Alexander Haagen. Associated with him during all of this time have been his 
wife, Charlotte Haagen and Michael Fodor. These two last named have gen- 
erally not been in contact with the public, however, and their licenses have 
not been revoked. 

The Central Listing Plan salesman against whom possibly the most serious 
complaints were received was Paul Meyer Guyer. Mr. Guyer is now one of 
the principal operators in the Union Interchange, Inc., United Interchange, Inc., 
and Universal Interchange, Inc., hereafter referred to as Union. These compa- 
nies operate as a unit which, until 1956, was.the principal competitor to Haa- 
gen’s enterprises in California. They are also in court and are not licensed. 

From 1950 to 1955, hundreds of inquiries and complaints were received by the 
office of the California real-estate commissioner from persons who reported 
they had signed contracts with salesmen representing firms in the advance- 
fee advertising business. Most of the complainants alleged they were induced 
to sign such listing or advertising contracts through various oral misrepresenta- 
tions of salesmen of these firms, i. e., representations outside of the written 
eontracts. The usual oral misrepresentations were said to include the fol- 
lowing: 

(a) No requirement to pay until the real estate or business opportunity is 
sold. 

(b) That the firm has available numerous ready, willing, able, qualified pro- 
spective buyers. 

(c) That a high percentage (50 to 90 percent) of properties listed, adver- 
tised, or exposed in the firms’ catalogs, pictorial brochures and literature re- 
sulted in quick sales and often at prices in excess of those originally asked 
by the owners. 

(d@) After looking over the properties varying from every type of business 
to various investment opportunities and real estate, the advertising salesmen 
are reported to have represented themselves as advertising or investment 
consultants, appraisers, real estate, or business opportunity brokers or salesmen, 
who because they represented national firms were able to offer a sales service 
far superior to those of local operators. 

(e) That the firm would not accept or approve the proposed contract unless 
it felt sure the offering was marketable. 

Based upon the numerous complaints which were received, usually alleging 
some variation of the foregoing misrepresentations, the workload of the real- 
estate commissioner was greatly increased because of the need to investigate 
such matters. It often developed that such firms and their salesmen were 
not licensed as real estate, or as business opportunity brokers, or salesmen 
and it became apparent that although much unjustified publie criticism was 
directed against the real estate profession because of the oral misrepresenta- 
tions of such salesmen and because of the fraudulent operations of such firms, 
yet the real estate law was inadequate in that it did not provide supervision 
or jurisdiction over such persons and operations, to provide needed protection 
to the public. Many persons of limited means or education, as well as business 
and professional people, were impressed with the excellent printing on glossy 
paper and the fine displays, advertising literature and purported reproductions 
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of letters of recommendation from property sellers so that some of these firms 
and their salesmen lavishly prospered while it is estimated more than 99 per- 
cent of the fees paid to some of these firms were expended without the owners 
effecting a sale or receiving anything of value. Hundreds of letters of inquiry 
have been sent to complainants and property owners who have contracted with 
such firms hoping to thus sell their real estate or business opportunities and 
nearly all of the replies received at this office since 1950 have expressed either 
plain dissatisfaction with services rendered or expressly complained of false 
and fradulent representations made to such property or business owners by 
such advance-fee advertising firms or their salesmen. 

Numerous reports were received from other license law officials throughout 
the United States containing similar findings as to some of these national 
advance-fee operators. 

Accordingly in 1955, the California attorney general advocated amendment 
to the real-estate law to protect the public and to correct such abuses. 


Existing law 

The advance-fee amendments (ch. 1678, Statutes of 1955) became effective 
September 7, 1955, and were intended to require such advance-fee advertisers, 
publishers, and their salesmen to possess a license as a real-estate broker or 
salesman. 

Chapter 1678, California Statutes of 1955, effective September 7, 1955, pro- 
vides that persons in the advance-fee business must be licensed as business 
opportunity brokers and salesmen. These provisions are contained in sections 
10026, 10252.5, 10252, 10253, 10253.5, 10255, and 10305 of the Business and Pro- 
fessions Code of California. 

A person who is required to be licensed cannot sue in the California courts 
to collect compensation for ‘acts requiring a business opportunity license with- 
out first proving that he had the proper type of license required (sec. 10257). 

Many persons have been soliciting advance-fee contracts or agreements who 
are not licensed by the division of real estate or business opportunity brokers 
or salesmen as required by section 10252.5 and section 10253.5, respectively, 
of the Business and Professions Code. 

Now, however, there appears to be a new flareup of activity by questionable 
representatives of many advance-fee firms. They approach owners of com- 
mercial properties, farms, and even homes, promising fast sales at unrealistic 
prices through a farflung coast-to-coast service. Then they make their 
“touch”—a preliminary fee to “help defray the heavy expense of national adver- 
tising and traveling contacts.” 

This advance fee often is 1 percent or more of the sales price, which the 
representatives pull out of the air without any study of the assets or appraisal 
of the business or property. They frequently add a few thousand dollars to the 
asking price established by the owner. With flashy catalogs, fancy engraved 
performance bonds, letters of endorsement, and other sales gimmicks, they are 
able to talk the uninitiated owner into parting with anywhere from $125 to 
$3,000. It has been estimated that in California alone, owners of property are 
thus bilked out of $2 million annually, and throughout the United States it 
amounts to many more millions of dollars per year. 

A close examination of the papers presented usually discloses that the so- 
called brokerage organization guaranties only to advertise the property—a far 
cry from the glib oral promises of quick cash sale by the representative. If the 
owner hears at all from the firm again, all that he generally receives is one or 
two classified ads in a newspaper, a worthless listing in a catalog, or vague 
excuses for the inaction. 


Union Interchange v. Griesinger, et al. (No. 648,960) 

Litigation is still pending in the superior court of the State of California, in 
and for the county of Los Angeles, pertaining to the operations of Union Inter- 
change, Inc., and Universal Interchange, Inc. This firm, a few days prior to the 
effective date of the advance-fee amendments on September 7, 1955, obtained 
a preliminary injunction against the California real-estate commissioner and 
the attorney general prohibiting them from instituting criminal actions against 
Union pending decision in the superior court where the firms had challenged 
the constitutionality of the law under the State and Federal statutes and pend- 
ing an interpretation of the provisions of the law. 

On October 14, 1957, our motion to dissolve the injunction against criminal 
prosecution was denied by Judge Bayard Rhone; our cross complaint, our sec- 
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ond motion for a preliminary injunction against their operation as business 
opportunity brokers without a license was also denied on the same date. We 
filed an appeal therefrom and the matter is now pending. 


Trowbridge v. Woodford (1957) (Los Angeles Municipal Court, No. 418129) 


This was a collection proceeding by an asignee of Union. Answer filed and set 
for trial on October 29, 1958. 


Briggs v. Hull (1957) (Los Angeles Municipal Court, No. 427705) 

This also was a collection proceeding by an assignee of Union. A demurrer 
was filed because of nonlicense status of Union. The matter was settled and 
dismissed. 


Business Mart of America vy. Griesinger, et al. 


On September 27, 1957, another action for declaratory relief and injunction 
was filed against not only the real-estate commissioner, and the attorney gen- 
eral, but also against 20 district attorneys and city attorneys, by the successor 
to the old Charles Ford & Associates organization. We filed a return to the 
order to show cause on belaif of ourselves and also District Attorneys Savory 
and Williams of*Fresno and Santa Ana Counties, who had instituted criminal 
proceedings against Business Mart and its salesmen for operating without 
business opportunity licenses. On October 11 and on October 14, 1957, Judge 
Bishop issued his preliminary injunction against any and all enforcement, ex- 
cepting the two criminal actions then pending. 

We filed a cross complaint and on February 24, 1958, there was issued by con- 
sent of Business Mart a preliminary injunction against its advance-fee activities 
in California, Arizona, Nevada, Oregon, Washington, Idaho, Montana, New 
Mexico, and Utah, pending final determination of the constitutionality of the 
California licensing laws. 

Hamilton v. Treadwell (No. Civ. A-9142) 

On June 24, 1957, the appellate department of the Los Angeles superior court 
held that under section 10257 of the Business and Professions Code, National’s 
contracts were subject to the business opportunity brokers law, i. e., that to 
collect on them the plaintiff must first allege that National or U. 8. Buyers was 
licensed as a business-opportunity broker. The attorney general of California 
appeared in this case as a friend of the court on behalf of the defendant. 


Rigel v. Industrial Sales Company of California (No. Civ. A-9089) 


On November 28, 1956, the appelate department of the Los Angeles superior 
court reversed the decision of the Pasadena municipal court in action No. 13190 
sustaining a demurrer for failure of the complaint in a collection case to allege 
that National was licensed as a business-opportunity broker. The attorney gen- 
eral of California appeared in this case as a friend of the court on behalf of the 
defendant. 


Rigel v. Chavers (No. 13550), Compton Municipal Court, Los Angeles County) 

This was a collection case in which on April 2, 1956, a general demurrer was 
sustained for failure to allege in the complaint that National was licensed as a 
business-opportunity broker. 


Rigel v. Prout (No. 5194, Glendale Municipal Court, Los Angeles County) 


This was a collection case in which on March 29, 1956, a general demurrer was 
sustained for failure to allege in the complaint that National was licensed as a 
business-opportunity broker. 


Rigel v. Gillham (No. 881016, Los Angeles Municipal Court) 

On December 3, 1956, Judge Lucius Green sustained a demurrer for failure of 
the complaint to allege that National had a license as a business-opportunity 
broker. The attorney general of California appeared as a friend of the court on 
beha‘f of the defendant. 

Rigel vy. Eaves (No. 5130, Glendale Municipal Court, Los Angeies County) 

On April 3, 1956, Judge Kenneth White sustained a demurrer without leave to 
amend because the complaint to allege that National was licensed as a business- 
opportunity broker. 

In January and June of 1958, the California assembly subcommittee on real 
estate, James L. Holmes, chairman, held henrings in Los Angeles and Santa 
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Barbara, on assembly bill 742 (Coolidge) designed to close some of the loopholes 
in the advance-fee amendments. Deputy Attorney General Lee B. Stanton, at 
the request of the subcommittee, submitted proposed amendments to put teeth 
in advance-fee law and to make it really effective. A copy thereof is included 
in the material filed by the real estate commissioner. 


CONNECTICUT 


Connecticut did not adopt a law regulating the activities of real-estate brokers 
and salesmen until 1953. In 1955 its general assembly amended section 2339d 
thereof, effective June 6, 1955, in effect adopting an advance-fee amendment 
somewhat similar to that adopted by California in the same year. 

However, on December 3, 1957, in the case of United Interchange, Inc., et al. v. 
Spellacy (136 Atl. (2d) 801), the highest court of Connecticut held that the 
defendant’s business was primarily advertising, not real estate, and hence the 
amendment was unreasonable and unconstitutional as applied to the advance- 
fee operator. 

FLORIDA 


. 
Real Estate Comm. vy. T. C. A. South, Inc., and Martin Kasmir (11th Circuit 
Court, Dade County) 
An injunction issued against the advance-fee operator and a salesman, Albert 
Walk, was committed to jail for contempt. 


IDAHO 


The Real Estate Brokers Board of Idaho reported in 1955 that it had 
arrested a vice president of Coast-to-Coast, an advance-fee operator, for violating 
its real-estate laws for the second time. He was released on a $2,000 bond. At 
the time he was alleged to be on parole from Folsom, a California penitentiary. 


MICHIGAN 


According to an item in the Detroit News of July 8, 1954, an advance-fee 
operator, one Charles Solk of Charles Ford & Associates of Chicago, was arrested 
at Detroit on a complaint filed by the Michigan Corporation and Securities Com- 
mission. He was accused of engaging in an advance-fee selling scheme. 


MONTANA 


Montana has recently amended its real-estate laws along the lines of California, 
to require advance-fee operators and salesmen to be licensed as real-estate 
brokers and salesmen. (Secs. 66-1903 Montana Statutes. ) 


NEBRASKA 


On October 21, 1953, the attorney general of Nebraska issued an opinion that 
advance-fee operators were acting as real-estate brokers within the meaning of 
the Nebraska statutes and that they could not operate in Nebraska without 
securing a real-estate broker’s license. He warned that the real-estate commis- 
sioner could not assist the defrauded owner as the commissioner could discipline 
only those who held licenses. He further observed that civil suits by the owners 
were impractical as they were dealing with nonresidents. The attorney general 
advised the county attorneys that criminal action should be taken against those 
engaged in these fraudulent practices. 


NEVADA 


Union Interchange v. Clarence E. Harsley, legal counsel for the real-estate 
commissioner is appearing as a friend of the court on behalf of the defendant. 

In 1957 Nevada’s Revised Statutes, chapter 209, adopted many of the advance 
fee amendments then proposed to be adopted by California in its then pending 
assembly bill 742. This was implemented by adding sections XV and XVI to 
the rules and regulations of the real-estate commissioner fixing the terms of 
advance-fee agreements and how and when the fee shall be accounted for. 
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NEW MEXICO 


An item in the Albuquerque Journal for April 25, 1957, states that an ad- 
vance-fee operator, Arthur Zellars of Bakersfield, Calif., a former representative 
of Charles Ford & Associates, Inc., of Los Angeles, Calif., was found guilty of 
offering to sell real estate without a license. 


NEW YORK 


In re Leroy M. Solk, supreme court, appellate division (July 1954). The di- 
vision of licenses of the department of state of the State of New York revoked 
the real-estate brokers licenses of an advance-fee operator, Charles Ford & As- 
sociates of the East, on the grounds that it was not engaged in bona fide real- 
estate operations but in a practice to mulct property owners of advance fees by 
means of representations that they were engaged in a special advertising prac- 
tice which would result in sales of the property listed with them. The Supreme 
Court of New York State, appellate division, held that the license of the cor- 
porate real-estate brokers licensee was properly revoked for the fraudulent acts 
in the solicitation of advertising but that the individual licensee should be 
given a new hearing. 

OKLAHOMA 


Oklahoma Real Estate Commission v. National Business and Property Exchange 
(229 F. 2d 205 (1955) ) 

In this case, certain advance-fee operators filed suit in Federal court for 
declaratory relief. They sought a declaration they were not real-estate brokers 
within the meaning of Oklahoma law. After judgment for the advance-fee 
operators, on appeal, the Oklahoma Real Estate Commission raised the ques- 
tion that the State was the real party in interest and therefore the suit was 
barred by United States Constitution, 11th amendment. The 10th circuit agreed 
and directed the trial court to dismiss the action but held that its (10th cir- 
cuit’s) action was without prejudice to any right of the advance-fee operators 
to amend in the trial court so as to avoid the bar of the 11th amendment. 


National Business and Property Hachange v. Oklahoma Real Estate Commis- 
sion, 238 Fed. 2d 606 (1956) ) 


In February of 1956 the United States District Court for the Western Dis- 
trict of Oklahoma considered a suit (Civil No. 6533) brought by certain ad- 
vance-fee operators against the Oklahoma Real Estate Commission. The dis- 
trict court found that the advance-fee operators were not real-estate brokers 
but were merely sellers of advertising, the same as a local newspaper. The 
court further found that the Oklahoma Real Estate Commission had acted 
arbitrarily, capriciously, and in excess of its jurisdiction. (Apparently the com- 
mission had sought to warn the public against advance-fee operators.) The 
Oklahoma Real Estate Commission was enjoined from pursuing a certain suit 
against the advance-fee operators in the State courts and was enjoined from 
interfering with the activities of the advance-fee operators. In September of 
1956 the 10th Circuit Court reversed this case, holding that a State court rather 
than a Federal court was the proper place to try the cause. 


Oklahoma Real Estate Commission v. National Business and Property Exchange 
(No. 136264 (Sept. 1957) ) 


This was a suit in the State courts in Oklahoma by the Oklahoma Real Es- 
tate Commission against certain advance-fee operators to enjoin them from 
acting as real-estate brokers without first obtaining a license. (This was the 
suit that was enjoined by the Federal District Court for the Western Dis- 
trict of Oklahoma. After the 10th circuit reversed the district court, ap- 
parently this suit in the State court went on to judgment.) The State court 
found that the advance-fee operators had been acting as real-estate brokers 


within the State of Oklahoma and enjoined them from continuing to do so with- 
out a license. 
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CONCLUSION 


From the foregoing it is apparent that Federal legislation is necessary to 
supplement and make effective State legislation on the subject now in existence 
or hereafter adopted. This should take the following form : 

1. Provisions to meke the mail-fraud laws really effective by— 

(a) Requiring that persons engaging in the advance-fee business, before 
being granted eny permit for use of the mails, show that they have a valid 
existing license from the State to which they are mailing the material, to 
engage in such business. 

(b) That the advance-fee mailers are of good character and honest. 

(c) By requiring advance-fee operators using the mails to keep a $50,000 
surety bond posted with the post office for the benefit of victims who are 
defrauded. 

(d) By permitting the postmaster to issue stop orders and hold hearings 
to deprive advance-fee operators of any use of the mails on a showing of 
constructive or actual fraud or failure to make full disclosure of all material 
facts. 

2. By making the advance-fee operator absolutely responsible for the repre- 
sentations made by its salesmen. 

3. By placing the venue for enforcement of interstate advance-fee contracts 
at the place where the property is located, rather than were the contract is 
accepted. 

4. By authorizing State, as well as Federal courts, to enforce these Federal 
advance-fee laws. 

EpMUND G. Brown, 
Attorney General. 
By Lee B. STANTON, 
Deputy Attorney General. 


COMMENTS OF Deputy ATTORNEY GENERAL LEE B, STANTON OF CALIFORNIA 


(1) The advance-fee companies operate from area headquarters, such as Los 
Angeles, Chicago, New York, and Atlanta. They will look up the names of 
owners of small businesses in the telephone book or newspaper advertisements, 
and saturate an area by sending cards addressed to them or to “occupant,” asking 
if the owner would like to sell his business. Those who reply are soon visited 
by one of the salesmen. 

(2) Fundamental basis of this racket, like many others, is to employ high- 
pressure salesmen to make oral misrepresentations of what promotional sales 
services the corporation will perform for the victim in order to induce him to 
sign a written contract which expressly disclaims all oral representations, and 
which contract only agrees to render an unspecified amount of advertising or 
other services to promote the sale of the victim’s small business. 

They usually misrepresent that 60 to 90 percent of businesses which sign with 
them are sold within 30 to 90 days. Asa matter of fact, hardly any are ever sold 
through their services. 

(3) The contract is usually about 1 percent of the selling price and since the 
salesman works for a commission of from 20 to 35 percent, he usually tries to 
inflate the asking price in order to increase his commission. Hence, the salesman 
often misrepresents that he is a qualified appraiser and induces the victim to 
increase his asking price. 

(4) The salesman usually makes the victim believe— 

(a) That there will be no charge collected for the promotional services 
unless and until the property is sold; hence the victim has nothing to lose 
and everything to gain. 

(b) Or that a small retainer or advance fee of 1 percent must be paid 
on signing the contract, which will be returned if the property is not sold. 

Needless to say, the written part of the contract requires payment regardless 
of whether the property is sold or not, and the money is hardly ever returned. 

(5) Most contracts provide that they are to be accepted at the main office or 
any regional office of the company. Thus, if the property is located in California 
it may be “accepted” in Chicago. The company can thus file suit in Chicago, the 
place where the contract was made, or in California. In either case they usually 
get a default judgment since the amount involved is usually from $175 to $450, 
and the victim cannot afford to hire a lawyer to defend such a suit. Even if he 
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does defend the suit he is confronted by the parol evidence rule. Most judges 
refuse to listen to his allegations of fraudulent misrepresentations, pointing to 
the written disclaimers. The few judges who do listen may find that the sales- 
man did misrepresent, but then say that he was acting outside the scope of his 
employment. Many companies have the salesmen sign a statement limiting their 
authority to make representations to those in the written contract. Hence, it is 
only rarely that a judge will find that both the salesman and the company are 
guilty of fraudulent misrepresentations. 

(6) The hit-and-run tactics used by the advance fee operators are another 
difficulty. The companies will work an area in one State intensively for a month 
or so, saturate it with mail solicitations and salesmen, and, after getting the 
contracts, leave the State. The contracts are then assigned to others for collec- 
tion. So when the local district attorney looks for someone to put in jail, they 
are all out of State and beyond his jurisdiction. 


REMEDIES 


(7) To remedy such a situation, two things are essential : 
(a) First is to remedy the existing sanctions or punitive laws to make 
them more effective ; and 
(b) Secondly, to use preventive measures, i. e., to prohibit dishonest per- 
sons from engaging in this type of business. In short, to require them to 
secure licenses or permits from various State and Federal agencies. 


STATE REMEDIES 


(8) Four of the States—California, Connecticut, Nevada, and Montana—in 
1955 adopted statutes specifically requiring advance fee operators to be licensed 
as real estate or business opportunity brokers. The most advanced of these 
statutes is that of Nevada. It has been implemented by rules of the Nevada 
Real Estate Commission. It requires the advance fee operator to account for 
the expenditure of the fee. 

Little has yet been done by the States to impute the misrepresentations of the 
salesmen to the company. 

There is a great variance between the States. Thus, in Connecticut the new 
advance fee law was held to be unconstitutional. On the other hand, a number 
of the States, such as Nevada and Oklahoma, have held that advance fee opera- 
tions constituted real estate transactions under their old real estate laws, and 
threw the salesmen in jail or enjoined their operations for practicing as real 
estate or business opportunity brokers without a license. 


FEDERAL REMEDIES 

(9) Federal remedies : 

A. Improve present sanctions—title 13, United States Code, section 1341 (use 
of mails to defraud) (18 U.S. C., sec. 1027—new). 

(1) Adopt statement as to need of legislation similar to that in California— 
AB 742. 

(2) Provide that jurisdiction and venue of suits for collection shall be in 
State where property is located. 

(3) Provide that in all suits on such contracts or for damages, the victim 
shall be entitled to attorney fees and exemplary damages. 

(4) Provide that advance fees are trust funds, must be accounted for as such, 
and failure to render such accounting within 6 months shall constitute a prima 
facie case of embezzlement. 

(5) Impute all representations of salesmen to the operators and make them 
absolutely liable and responsible therefor. All oral representations constitute 
part of the contract. 

(6) Make it a misdemeanor or felony to solicit or enter into advance fee con- 
tracts in any State which requires a real estate or business opportunities license, 
without having one. 

B. Preventive measures: 

1. Permit or license from FTC to be secured by all advance fee operators and 
their salesmen to show as a condition— 

(a) Good moral character, honesty, etc. 

(b) Licensed by States in which they do business. 

(c) Bond to protect owners. 

(d) Accounting to owner, State, and FTC, per rules of FTC. 
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(e) Forms of contracts, advertising, oral representations, etc., all to be 
aoecoues by FTC prior to use. Oral representations constitute part of the 
contract. 


(f) Issue stop orders—injunctions—not to be restrained by the courts. 

Mr. O’DonneELt. Mr. Stanton, in the interest of time, could you very 
briefly state what the problem has been in California ? 

Mr. Stanton. Yes. The mimeographed material shows that we have 
had a dozen cases in California without too great success, somewhat 
similar to the experience in Connecticut where the law was held un- 
constitutional. 

We have cases pending in California and during the pendency there 
we are enjoined from enforcing the law against one company and we 
have mediocre success. 

I might state that we did succeed in getting an injunction against 
Buyers Mart of America, which Mr. Parker represented, who testified 
here, and the way that was accomplished was by criminal prosecution 
and then they consented to a consent injunction against their opera- 
tions in the seven Western States. 

That was our most successful effort. 

Now, in the mimeographed material we have summarized the ex- 
periences in the legal proceedings in the various States and which 
would be just a reiteration of what you have already heard. 

Mr. O’Donnett. How much of a problem has this been to you from 
the standpoint of time and effort ? 

Mr. Sranton. I estimate that attorneys in our office have spent ap- 
proximately 4 full months of effort trying to stop this racket and we 
have not succeeded in full yet and we really do feel that this is a matter 
in which the Federal Government can well supplement the efforts of 
the States. 

You have all seen the problem which has been presented. I think the 
most difficult point is what remedies. 

Now, we feel that the Federal Government could approach it on 
two methods; namely, by remedying and improving the present sanc- 
tions in the various mail fraud laws, wire fraud laws, Federal Trade 
Commission laws, and then on the second, as the Senators here have 
suggested themselves, by supplementing the existing State licensing 
laws and perhaps even by the use of Federal license laws. 

Now, we already have in effect a Federal license law in these permits 
for the use of the mails and I feel that the Achilles heel of this partic- 
ular racket is in the use of the mails to defraud. 

I think if the mail laws could be tightened up and expanded so that 
the Postmaster General would have authority in case of these advance 
fee people to grant or withhold permits and to require them as a con- 
dition of securing mailing permits, that they would show that either 
they are licensed in the States to which the mail is to be sent, as real 
estate brokers or business opportunity brokers, or real estate pro- 
moters, or whatever the particular State law might be 

Senator Jackson. Let me ask you: The increase in mail rates goes 
into effect on August 1. Do you think they will be using the mails to 
the extent that they have been using them ? 

Mr. Stanton. Yes; for the returns they get the cost of the mails is 
not material to them. 
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Senator Jackson. You feel if they were denied the use of the mails 
because of their failure to comply with an amendment in the law on 
permits that this would pretty well tie them up? 

Mr. Stanton. That would be a great help. It would cut down 
their activities a good deal. It would not stop them entirely, but it 
would be a big help. 

Senator Jackson. Unless you have some licensing or permit require- 
wei I do not see how you are going to be able to overcome the proof 
problem. 

Mr. Sranton. That is correct, sir. That is the nub of the problem, 
the question of proof. 

Senator Jackson. But if you have a provision that requires a permit 
for the use of mails and a license that must be obtained if they are to 
engage in business in interstate commerce, in this area, this so-called 
business activity, then it seems to me you are in a position to bring 
appropriate action against them without running into the difficult 
problem of proof such as involved in a straight criminal prosecution. 

Mr. Sranton. That has been the solution to all these problems. 
Fifty years ago they found it difficult to prove fraud against real 
estate brokers so they shifted the burden by requiring a license. 

Then a person applying for a license or permit has to prove that he 
is honest before he gets the permit. 

Ninety-five percent of the people in this business could not get the 
permit because they could not prove their honesty. 

Now, there was some question as to the constitutionality of the 
statutes and the like, and you referred to the Connally hot oil law. 

I would like to submit these other statutes. 

Senator Jackson. Let me ask you: In your judgment would a Fed- 
eral law stipulating that a violation of State law at the point of 
origin or at the point of receipt also constituted a Federal violation; 
would such a law be constitutional ? 

Mr. Stanton. Yes, sir; because we have had this, like under the 
original package doctrine in prohibition days. 

Senator JAcKson. You mean the importation of whisky ? 

Mr. Sranton. Yes, sir. 

Senator Jackson. It occurred to me it would be, but there has been 
some question. 

Mr. Stanton. On the matter of the post office there is no consti- 
tutional question at all because that is a privilege and there is no 
constitutional right to use the postal facilities. 

Now, I think we could also improve the Federal Trade Commission 
law. For one thing, the Commissioner this morning stated that their 
cease-and-desist orders were effective, but I think he failed to mention 
that the cease-and-desist order does not go into effect until after the 
hearings are completed and the decision has been made, which may 
be 1 or 2 years sometimes. 

In the meantime, while these hearings are being drawn out, the 
company is going blithely on its way carrying out its work. 

Even after the order is issued, they then take it to court and there 
is another 2 or 3 years that they could continue to operate. 

So we would recommend that the Federal Trade Commission be 
authorized to go into the local district courts and to secure a prelimi- 
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nary injunction pending the holding of the hearing and to stop these 
activities until the hearing has been concluded. 

This would prevent the use of such dilatory tactics. 

Now, as to the elements of proof, I think one of the most important 
things would be the Federal statute to state that in these interstate 
contracts relating to advance fees the contract shall be deemed to 
constitute not only the written part of the contract, but also all oral 
representations which are made by the salesman and all the literature 
that is used to implement it, that the contract shall include all of 
that material and that absolute liability for such statements in ma- 
terial shall be imputed to the company who was responsible for send- 
ing out the salesman and the material. 

Senator Jackson. Yes, but you still get back to the problem of 
proof. 

Mr. Stanton. Well, it would help. 

Senator Jackson. You say that despite the parole evidence rule 
that these items shall be considered a part of the written contract. 
The question is, How do you prove what was actually said to you so 
that it can be included as a part of the contract ? 

Mr. Sranton. I think you have to go at it on all fronts, the Federal 
Trade, the mail, the criminal proceedings, and the license. 

For one thing, I think there should be a statutory penalty against 
these companies for the misuse of a broker’s name. 

Many real estate brokers have their names put in these brochures 
and it is represented to the public that they are associated with these 
companies when they have not even heard of it. 

So a prohibition that the misuse of a broker’s name without his 
permission is subject to a $500 penalty, I think would cut down the 
operation. I think we have to whittle away at it from all sides and 
all aspects where we find this weakness. 

Another thing is these big digest magazines. There was a recent 
decision of the Post Office in 1957 s saying that they were entitled to 
controlled circulation, which is a cheap rate. 

I don’t see that that is proper. I don’t see how in the world you 

can say that this magazine is not a business publication and yet they 
get a cheap rate on the decision of the Post Office on April 18, 1957, 
that they are entitled to controlled circulation. 

Another thing is that these funds which these peope get are really 
trust funds. They are secured by the representation of these people 
that we are experts in advertising properties and you are just advanc- 
ing this money to us in trust w hich we will expend for your benefit 
by getting you full-page ads in newspapers and the like. 

That is the basis of the advance-fee laws in California, Connecticut, 
and other States; namely, that they are trust funds; that they must 
be accounted for to the owner of the property. 

So I think we should place in the law a point that these funds are 
trust funds and must be accounted for as such, and that there is a 
fiduciary relationship which exists between the company and the 
owner of the property so that there must be a full disclosure of all 
important facts. 

Now, if we have this fiduciary relationship established which re- 
quires a full disclosure, we can then apply the rules of constructive 
fraud against these companies and the question or the matter of proof 
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in criminal proceedings will be much simpler for the prosecuting 
attorneys. 

If a license law were to be adopted, it should not only license the 
company, but it should also require the salesmen to be licensed or have 
permits and it should require them to give adequate proof of their 
character and honesty. 

It can implement or supplement the State licensing law by provid- 
ing that a Federal license would not be necessary if the company had a 
license from the local State areas to which it is to mail materials and 
in which it is to solicit business. 

Provisions should be made that if they do solicit the advance-fee 
contracts in a State which requires them to be licensed, then they will 
be subjected to criminal penalties of the Federal law. 

Thus if they solicit in California with a hit-and-run tactic and then 
the salesman has disappeared in Chicago, you could get an indictment 
in California and have him returned and prosecuted for that violation. 

I think one of the most important things is that the venue or juris- 
diction of the trials for collection on these contracts should be placed 
in the place where the real estate or business opportunity is located. 
That would cut down on these activities. 

Instead of suing where the contract was accepted in Chicago, for 
instance, they would have to sue in Los Angeles where the property is 
located. 

If that were the case, the victim would have a better chance to pro- 
tect himself and it would not go as a default. 

So I think with those suggestions that we approach it by improving 
the present sanctions, by preventive measures, by requiring them to 
justify and prove their worth, to get a permit to use the mails by 
tightening up the wire fraud law, because we heard Parker testify 
that in almost every instance his first approach to the victim was by 
the use of the long-distance telephone, and by tightening up the law 
of the Federal Trade Commission, a broad front approach, I think 
we will be able to lick this racket. 

Mr. O’DonnELL. In your statement which you have presented to the 
committee, and which has been accepted, on page 3 there appears the 
following, paragraph 2: 

The Central Listing Plan salesman against whom possibly the most serious 
complaints were received was Paul Meyer Guyer. Mr. Guyer is now one of the 
principal operators in the Union Interchange, Inc., United Interchange, Inc., and 
Universal Interchange, Inc., hereafter referred to as Union. These companies 
operate as a unit which, until 1956, was the principal competitor to Haagen’s 
Enterprises in California. They are also in court and are not licensed. 

Do you have a comment on that ? 

Mr. Stanton. Yes; that is a very interesting thing. Guyer was an 
employee of National Business & Property Exchange. He left to go 
out on his own. When he did so his format and material was almost 
exactly the same as that of National Business & Property Exchange. 
So National sued Union for stealing their secrets and plan of operation 
and there was a finding by the Superior Court in Los Angeles and a 
preliminary injunction against them using this. 

Just about that time our advance-fee law was passed and they filed 
their suit against us in declaratory relief and they immediately both 
dismissed those suits like a hot rock because they were sort of con- 
flicting with their statements. 
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Mr. O’Donnett. You are talking about Mr. Haagen, of the National 
Buyers Guide, who put out this publication ? 

Mr. Sranron. Yes, sir. You will see that the UI Buyers Guide 
is approximately the same format. 

Mr. O’Donnetu. The National Buyers’ Guide is no longer in busi- 
ness ? 

Mr. Stanton. No; FTC put them out of business. 

I want to commend the Federal Trade Commission because they 
have certainly done a fine job. They have been about the most effec- 
tive ¢ agency In stopping this racket, or trying to anyway. 

Mr. O’Donnett. In the statement submitted by Mr. McClure, he 
has in there a resolution adopted by the Conference of Western Attor- 
neys General, Portland, Oreg., in April 1958, in connection with the 
advance fee promotion ; is that correct ? 

Mr. Sranton. That is correct. I was present at that conference, 
and I delivered a talk on this problem and was instrumental i 
securing the passage of this resolution. 

Mr. O’Donnet. As far as you are concerned, the attorneys gen- 
eral, at least in the western conference, have gone on record as far as 
being against these ? 

Mr. Sran'ton. That is right. 

Senator Jackson. Thank you very much. 

Mr. Stanton. Thank you for the opportunity. 

Senator Jackson. Mr. Guyer, you will be the next witness just 
as soon as Senator Curtis arrives in a moment. 

(At this point Senator Curtis entered the hearing room.) 

Senator Jackson. Mr. Guyer, do you solemnly swear that the testi- 
mony you are about to give before the subcommittee shall be the 
truth, the whole truth, and nothing but the truth, so help you God ? 

Mr. Guyer. I do. 

Senator Jackson. You may be seated. 


TESTIMONY OF PAUL M. GUYER, ACCOMPANIED BY COUNSEL, 
ARTHUR LITZ 


Mr. Guyer. Senator Jackson, I have these exhibits which if you 
would like to have copies of, I shall be happy to present them. 

Senator Jackson. We will come to that in a moment. 

Will you state your name, please ? 

Mr. Guyer. Paul M. Guyer, G-u-y-e-r. 

Senator Jackson. And your address ? 

Mr. Guyer. 2412 Commonwealth Avenue, Los Angeles, Calif. 

Senator Jackson. And your business ? 

Mr. Guyer. I am inthe publishing business. 

Senator Jackson. What is the name of it ? 

Mr. Guyer. Union Interchange. 

Senator Jackson. Do you have any other business ? 

Mr. Guyer. Yes, sir; also with the Addressing Company of 
America. 

Senator Jackson. Any other? 

Mr. Guyer. Universal Interchange. 

Senator Jackson. Keep on. Any others? 

Mr. Guyer. Yes, sir. I am interested in a gas station. I have 
interest in other businesses which are not related to this field. 
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Senator Jackson. Not connected with the matter before this 
committee ? 

Mr. Guyer. No, sir. 

Senator Jackson. Now, you have been present during the hear- 
ings, yesterday and today ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. Now, you understand the nature of this hearing? 

Mr. Guyer. Yes, sir. 

Senator Jackson. You understand that the committee, among other 
things, is investigating and looking into the so-called abuses in the 
advanced-fee business ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. And we are also considering Senate bill 3889, 
legislation to correct this problem and other legislative possibilities 
to terminate the abuses in this field. 

Mr. Guyer. Yes, sir. 

Senator Jackson. Now, you say you have some exhibits? 

Mr. Guyer. Yes, sir. 

Senator Jackson. You make them available and we will take a 
look at them. 

You have counsel with you, and your name, for the record, Counsel ? 

Mr. Liarz. Arthur Litz. L-i-t-z, 1440 Broadway, New York City. 

Senator Jackson. You are acting as his attorney ¢ 

Mr. Lirz. For the purpose of this hearing, Senator. I actually 
represent Mr. Bernardi, but Mr. Greenwault, who is general counsel 
for Mr. Guyer’s interests, cannot be present today and he has re- 
quested me to sit next to Mr. Guyer. 

Senator Jackson. Mr. Guyer, he is acting as your counsel. You 
understand under the rules of the committee you are entitled to 
counsel ? 

Mr. Guyer. Yes, sir. 

Mr. O’Donnetu. Mr. Guyer, as I understand it, you are engaged 
in a legitimate enterprise; is that right ? 

Mr. Guyer. Yes, sir. 

Mr. O’Donnett. Then if you are engaged in a legitimate enter- 
prise, I would like to know why you are against the bill. 

Mr. Guyer. I have a prepared statement which sets forth my ob- 
jections to the bill. 

Mr. O’DonneEti. You have not submitted that to this committee 
as yet, or to the staff, have you ? 

Mr. Guyer. No, sir. 

Senator Jackson. How long is it? 

Mr. Guyer. It is very short, sir. 

Senator Jackson. All right. 

You understand under the rules, or your counsel should under- 
stand, that statements are to be submitted in advance. I think you 
were so advised. 

Mr. Guyer. No, sir; we were not so advised. 

Senator Jackson. Well, counsel should look after those things. 
That is the job of an attorney. We will waive it, however, and let 
you go ahead. 

Mr. Guyer. So that the committee can better understand our posi- 
tion, I want to point out that we have always been very happy to 
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cooperate with the Government and State officials. We have invited 
them to come through our plant, go through our operation and inspect 
our facilities and our records for a v long time. 

The UI Buyers’ Digest is the largest publication of its type in the 
world. We are proud that our company, which sells advertising 
space to its customers on a credit basis only, has such a small per- 
centage of complaints, most of which, our experience has invariably 
shown, arise after the customer has used our services and has been 
presented with a bill. 

We welcome the opportunity to clarify, in the minds of the com- 
mittee and the public, the confusion that has arisen over the value of 
nationwide advertising. 

We have always, and will still contend, that the best way for an 
owner to expand his sales potential is by advertising, both locally 
and nationally, either in classified sections of newspapers, through 
real-estate brokers, or national advertising in such publications as 
the UI Buyers’ Digest. 

We do not agree with the special interests who seek to bring the 
advertising industry under the jurisdiction of the real-estate depart- 
ment at the expense of the taxpayer: 

We are not opposed to legislation. 

We are opposed, however, to legislation which would be unconstitu- 
tional, because it discriminates against a small segment of the adver- 
tising industry, violates due process, violates freedom of the press, or 
places an undue or disc riminatory burden on interstate commerce. 

Senator Jackson. Wherein does it violate due process? State spe- 
cifically. 

Mr. Guyers. The specific bill, Senator Jackson, does not impose 
any penalty on a salesman who misrepresents the automobile selling, 
misrepresents in selling televisions. 

It specifically points out a small segment of the advertising industry. 

Senator Jackson. What are the requirements necessary to meet the 
due-process clause of the fifth amendment ? 

Mr. Guyerrs. There should be equal protection, as I understand it. 

Senator Jackson. Equal protection under the law is another pro- 
vision of the Constitution. The Constitution provides that no person 
shall be deprived of life, liberty, or property without due process of 
law. 

Now, wherein does this bill violate that provision? We want good 
constitutional advice. 

Mr. Guyers. Senator Jackson, I am not a lawyer. I have dis- 
cussed this bill with my lawyer and these are things that he has stated 
to me and I am repeating these based on statements that have been 
made to me by him. 

Senator Jackson. This is not really your statement ? 

Mr. Guyer. This is my statement; yes. 

Senator Jackson. Who prepared your statement ? 

Mr. Guyer. I prepared my statement. 

Senator Jackson. You prepared the part on due process ? 

Mr. Guyer. I prepared this on advice I received from our corporate 
counsel. 

Senator Jackson. Well, maybe your lawyer next to you will en- 
lighten us wherein it violates due process. What requirements are 
necessary for due process, Counsel ? 
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Mr. Lirz. I believe that the freedom of contract is being impaired 
here. 

Senator Jackson. That is not the question. Wherein does this bill 
violate due process ? 

Mr. Lirz. If the bill is discriminatory, as the gentleman just testi- 
fied, it is my feeling, Senator, that there will be some restraint on he 
and his company from entering into contracts freely, and under those 
circumstances he will not be able to contract for the purpose of engag- 
ing in his business. 

Senator Jackson. Will you answer the question now: Wherein does 
this bill violate due process clause of the fifth amendment ? 

This is an action by the Federal Government. We are dealing with 
the due-process clause of the 5th amendment rather than the 14th 
amendment. 

Mr. Lirz. He is being deprived of life, liberty, and property without 
clue process of law. 

Senator Jackson. The 14th amendment is a restriction on the 
States, prohibiting the States from violating due process of law. 

Senator Curtis. One is a restraining on the Federal Government 
and the other is a restraining on the States. 

Mr. Lirz. I do not have the law in front of me, Senator. I did not 
expect to testify at this hearing. 

As a matter of fact, I did not prepare the statement. I stated I was 
acting as counsel for the purpose of this hearing today. 

Senator Jackson. It is obvious, Mr. Guyer that someone else has 
prepared this. It is not much help to the committee if you cannot 
tell us wherein the proposed law would violate the constitutional pro- 
visions you referred to. 

Mr. Guyer. Senator Jackson, as I stated, I am not a lawyer; I have 
not had legal training. Where I refer to these things I naturally have 
to rely on someone else and in this instance this is based on informa- 
tion I received from our corporate counsel. 

Senator Jackson. Allright, you may go ahead. 

Mr. Guyer. We do object to statutes which duplicate existing Fed- 
eral or State laws. We do object to statutes which increase in effect 
the cost of government. We do object to legislation aimed at eliminat- 
ing what special interests erroneously believe to be competition. We 
do object to statutes which eliminate and limit the ability of buyers 
and sellers of real property to utilize national advertising media and 
to deal directly one with the other if they choose so to do. 

This same special real-estate interest promoted and supported spe- 
cial legislation in the State of Connecticut. 

After such legislation was adopted by the Connecticut State Legis- 
lature, the honored and respected Supreme Court of Connecticut, upon 
review of the special legislation in a decision announced December 10, 
1957, unanimously held the special legislation to be unconstitutional. 

Senator Jackson. I tell you, as long as you have indicated that 
you are not a lawyer, I see no reason for you to read in the record 
all these citations. 

Mr. Guyer. These are included in the exhibits, Senator Jackson. 

Senator Jackson. There is no use in taking up the time of the 
committee to cite a lot of cases which you cannot properly explain 
yourself, 
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Do you think so? Do you want to be cross-examined on these legal 
arguments you are making ? 

Mr. Guyer. I can read as a layman what the judges of the higher 
courts have ruled in some instances, which I feel are pertinent to ‘this 
committee if this committee wants to find the real facts that are 
behind the proponents of this bill and to find out why they are 
proponents of this bill. 

Senator Jackson. All right, go ahead. 

Mr. Guyer. Quoting from that decision : 


United’s business is primarily advertising. It differs from newspaper and 
magazine publishers generally in the respect only that it limits the range of its 
advertising activities to specific types of property. 

Its purposes are to bring to the attention of prospective purchasers properties 
available for purchase and to the attention of prospective sellers buyers who 
are looking for particular kinds of properties. 


This same special interest group sponsored similar legislation in 
the State of California. The courts in the State of California have 
unanimously held such special legislation to be subject to serious 
question of ‘constitutionality and have refused to enforce this special 
legislation. 

The Honorable Harold K. Levering, assemblyman from the State 
of California, during a hearing of a special subcommittee called for 
the purpose of reexamining this special legislation, stated : 


I don’t want to see us get involved in passing legislation that is going to 
prohibit the activities or force legitimate people who are trying to do a legitimate 
business to make real-estate men out of them unless it is necessary. 


This type of special legislation has been the subject matter of an 
injunction issued by the ‘Supreme Court of the State of California 
against certain enforcement of the special legislation; which injunc- 
tion has remained in force to this day although attacked on many 
occasions by the proponents of the special legislation. 

In the State of Oklahoma an action was “brought i in the Federal 
court against this same type of special interests efforts. In the United 
States District Court for the Western District of Okl lahoma, the Hon- 
orable Stephan S. Chandler, Jr., judge of that Federal court, stated : 


I further find that plaintiffs’ business is the same or similar to the ‘want ad” 
section of any local newspaper. 


As to the defendants in that case, the court said, and again I quote: 


The individual defendants herein, acting in their respective official capacities 
as members of the Oklahoma Real Estate Commission and as secretary thereof, 
have acted beyond the borders of the Oklahoma Real Estate License Act and 
have acted in an unreasonable, arbitrary, and capricious manner toward plain- 
tiffs in the operation of plaintiffs’ business; that said individual defendants, 
without any sanction in law, have attempted to jeopardize plaintiffs in conection 
with the collection of plaintiffs’ accounts for advertisements sold within the 
State of Oklahoma; that said individual defendants have written, or caused to 
be written, in trade publications distributed throughout the State of Oklahoma 
to all licensed real-estate brokers and salesmen, untrue statements regarding 
plaintiffs in the operation of their business and have thereby attempted to ruin 
the business of plaintiffs and to cause irreparable injury and damage thereto; 
that said individual defendants have authorized testimony and have testified 
wrongfully against plaintiffs in the courts of Oklahoma and without any authority 
at law, for the direct and specific purpose of attempting to jeopardize plaintiffs 
in their business before the courts of the State of Oklahoma, and I find that the 
acts and conduct on the part of said individual defendants have caused damage 
and, if continued, will in the future cause irreparable injury and damage to 
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plaintiffs in the operation of their interstate business within the State of 
Oklahoma. 

While the decision in that case was reversed on the grounds that the 
Federal Court did not have jurisdiction over State administrative 
oflicers and agencies, the findings of the court in that case, the attitude 
of the Federal judge who reviewed in detail the activities of the 
plaintiffs involved in that case and the charges of the special in- 
terests, in toto, reached the conclusion above cited. 

Aside from the issues of constitutionality, whether duplication, 
whether unnecessary Government expenditures, whether discrimina- 
tion and favoritism in connection with the special interests of the 
yroponents, the question presents itself to us, as it must to you, “Why 
I ave the proponents been so vigorous in their efforts at obtaining this 
type of special legislation ?” 

Ts it solely because they seek to eliminate what they believe to be 
competition in this field or because they seek to eliminate and limit 
the ability of buyers and sellers of real property to utilize national 
advertising mediums and to deal directly one with the other if they 
choose to do so? 

That is not the principal reason for their appearance in this forum. 
Consistent with the statements contained in the written findings of the 
Federal court previously referred to, they have, by use of f advance 
publicity and news releases, attempted to do indirectly what they 
could not do directly, and to use the processes of this committee for 
the purpose of furthering their special interests. 

As is true in any major industry, we cannot say that there are no 
bad apples in the barrel. The advertising industry in America has 
rocketed in proportions only possible in a country where free enter- 
prise has been guaranteed and assured by our Constitution and the 
people who make, administer, and interpret our laws. 

We feel confident that if the committee will allow us to submit 
additional material to elaborate on and support our position and will 
consider the matter in the interests of the public, which we are sure 
will be done, each of you will believe, as we do, that Senate bill 3889 
should not be adopted nor recommended. 

Carrying on further if I might 

Senator Jackson. Does that complete your statement? 

Mr. Guyer. That completes the statement; yes, sir. 

Senator Jackson. Before you go on to the next item, would you 
have your counsel advise the committee by letter wherein these various 
constitutional violations occur? I want to mention your reference 
to the fifth amendment—the due-process clause of the fifth amendment 
of the Constitution. The 14th amendment also contains the due- 
process law but that is a restriction on action by the States. So if 
you will advise the committee through your counsel wherein all these 
violations occur—you have mentioned the due-process clause, you 
have mentioned the equal protection clause—I want to ask you if you 
will supply that information. 

Mr. Guyer. I shall be happy to, Senator. 

Senator Jackson. Do you have another statement ? 

Mr. Guyer. I would just like to read a little bit more. This is an 
excerpt from the minutes of a special meeting of the National Asso- 
ciation of Licensing Law Officials which was held on November 4 





> 








124 MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 


1953. This is a statement made by Mr. Weschler, who is with the 
real estate commissioner’s office in New York. 

This statement is being made again to show, as I attempted to show 
in the judge’s statement in the Oklahoma case, the reason behind the 
proponents of this bill and the special real estate interests pushing 
this bill. Mr. Weschler says: 

I think there is nothing else I can add to what I stated in my letter but for 
the purpose of this discussion I think I can contribute something of value. That 
is, I was very disturbed in hearing the moderator start this discussion. I 
believe it is a wrong way of approaching this problem. The moderator will 
recall he said “Who is hurt?’ The answer I think was ‘The local broker is.” 
This is not our job. We are not here to protect our local brokers, that is where 
we are falling in a trap. They will come to us and say “You are discriminating 
in favor of your broker just because you want to protect your broker. You 
keep us out of that State.” So I caution you again, don't use the argument 
that we want to protect our local broker. 

Then again our friend here uses the term “out-of-State broker.” Here again 
you are falling into the trap by letting him say you are discriminating against 
the out-of-State broker in favor of the State broker. 

Now the fact remains that in each license law there is a provision to permit 
out-of-State brokers to do business within the borders of our State. So it was 
within the contemplation of the legislature to let out-of-State brokers operate, of 
course if they are legitimate. So don’t use the argument that you are against 
the out-of-State broker or you are against the out-of-State broker because you 
want to protect your own broker, so to speak. 

Now, gentlemen, the approach is that of Bob Seminol, Harkins and my ap- 
proach in the letters. This is a fraud, an out-and-out fraud. You are protect- 
ing the public. These advance-fee artists cannot show they are doing business 
to the same extent as your home broker. That is why you owe an obligation 
to protect the public within the borders of your State. This is the way to 
approach it. 

Senator .Jackson. Is this a public document that you have been 
reading from? 

Mr. Guyer. This isa document taken from minutes of this meeting. 

Senator Jackson. How did you get a copy of it / 

Mr. Guyer. I don’t know how it was obtained. It was obtained 
during the course of prior investigations that we have made. 

Senator Jackson. That you have made? 

Mr. Guyer. That our company has made. 

Senator Jackson. Will you supply us with the original 

Mr. Guyer. I don’t have the original. 

Senator Jackson. Or a photostatic copy of the original. We don’t 
know whether this is part of the minutes or not. 

Mr. Guyer. I have a photostatic copy of this particular segment. 

Senator Jackson. That is only one page. 

Mr. Guyer. Yes, sir. 

Senator Jackson. Will you give us the complete minutes so that 
we will know whether it is authentic or not. We have no way of 
knowing. 

Mr. Guyer. I will try to obtain them, Senator. 

Mr. O’DonneELL. You have been here since the hearing started, Mr. 
Guyer, you have heard the testimony of the Federal Trade Commis- 
sion, you have heard the testimony of the national licensing law of- 
ficials. You know they have adopted a resolution against ‘this type 
of practice. You have heard the testimony recently of Lee Stanton, 
who is deputy attorney general in California. You know that the 
Western Conference of Attorneys General have adopted the resolution 
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against this type of operation. You have heard the testimony of 
Mr. Todd from the National Association of Real Estate Boards. 

Are you claiming now in your statement that all of these people are 
against you because e they represent the realtors ? 

“Mr. Guyer. I am claiming that every one of these people represent 
the special interests of the real estate properties and that they are 
against us. Why are they against us? Not because of the preponder- 
ance, they try to show, of fr: aud but because our service deprives many 
brokers of millions of dollars worth of commissions through sales 
that are made through our service. 

Senator Jackson. Is that true of the Better Business Bur eau, too? 

Mr. Guyer. Testimony from the Chicago Better Business Bureau 
was made and at the time that he listed the companies I believe it was 
that he had the most complaints against, or he gave a list of a half- 
dozen ¢ ompi inies, he did not list our company. 

Mr. O’Donnett. Who did not list your company ? Mr. Johnston ? 

Mr. Guyer. He did not list the company in the ones he had original 
complaints against. You are talking about United Interchange, ‘Inc., 
of Tllinois, of which I don’t have any specific knowledge of transac- 
tions out of the central division of the company. 

Mr. O’DonneEtt. But United Interchange, Inc., of Illinois, is one of 
the subscribers to U. I. Buyers Digest; is it not ? 

Mr. Guyer. It is one of the sales agents for the magazine; yes, sir. 

Mr. O’Donnett. Their operation is basically similar to yours; is it 
not ? 

Mr. Guyer. Yes, sir. 

Mr. O’DonneEtt. All right. He was talking about the organization 
with which you are very closely affiliated. 

Mr. Guyer. Yes, sir. 

Mr. O’Donnett. Mr. Chairman, I would like to put in the record at 
this point a letter we have received from the Miami County Chamber 
of Commerce, dated July 1958, wherein they have a resolution which 
theyhave adopted down there and are in effect in support of our bill. 

Senator Jackson. Without objection that may be included. 

(The document referred to follows :) 

MIAMI-DADE CoUNTY CHAMBER OF COMMERCE, 
Miami, Fla., July 8, 1958. 
Hon. Henry M. JAcKsoN, 
United States Senator, 
Senate Office Building, Washington, D.C. 

DEAR SENATOR JACKSON: We would appreciate it if you would introduce into 
the record of the Senate Permanent Investigating Committee the position of our 
better business division, with respect to advance fee business brokers. 

Our position is set forth in the attached resolution, adopted by the board of 
directors of the better business division of the Miami-Dade County Chamber of 
Commerce. 

It is our intention to make this position known to the local, State, and National 
chambers of commerce and realty boards and seek their support of your commit- 
tee’s investigation. 

A copy of Senate bill S. 3889 is under study by our legislative committee and we 
hope to take a position with respect to that specific measure. 

Sincerely, 
CHARLES L. CRAIG, 


Manager, Better Business Division. 
29872—58——__9 
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RESOLUTION ON ADVANCE FEE BUSINESS BROKERS 


Adopted July 9, 1958, by board of directors, better business division, Miami- 
Dade County Chamber of Commerce 


Whereas so-called advance-fee business brokers have been deceiving the gen- 
eral public; withdrawing moneys from legitimate channels, and, through their 
disguise, bringing unwarranted criticism of reputable and licensed real-estate 
brokers; and 

Whereas present local, State, and national laws apparently are not adequate 
to cope with this situation ; and 

Whereas most of these organizations are nationwide in scope, with regional 
subsidiaries, with sales representatives operating from a suitcase throughout 
the various States of the Nation: Now, therefore, be it 

Resolved, That the board of directors of the better business division of the 
Miami-Dade County Chamber of Commerce does hereby commend the Senate 
Permanent Investigating Committee for assuming the initiative in investigating 
these schemes ; and be it further 

Resolved, That the said board does hereby approve in principle the action of 
creating national laws to impose a Federal penalty on advance-fee racketeers, 
reserving the right to study and comment specifically on Senate bill 8889. 

Mr. O’DonneLu. What do you say about the chamber of commerce 
thing I just put in the record? Are they against you because they 
are in favor of the realtors and they do not w ant you in business ? 

Mr. Guyer. I am not familiar with the letter. I have not heard 
it or read it. 

Senator Jackson. I might say that I have received a lot of letters 
from the State of W ashington complaining about your organization. 
They are not all from realtors, either. One came in the other day 
from an attorney in the State alleging fraud. I might at this time 
raise a matter that I am acquainted with myself, Mr. Guyer. 

I had a party call me, a reporter, saying that a brochure was to be 

ut out by the Industr ial Dev elopment. Divi ision of the State of Wash- 
ington. I had an interview, I wrote a letter commending the interest 
that was being taken in the State. I find that it ends up in your 
guidebook, a complete misrepresentation. What do you have to say 
about that? ; 

Mr. Guyer. We are members of International News Service, which 
is now UPI. They procure the infor mation from these articles for 
us for editorial material. 

Senator Jackson. International News Service? 

Mr. Guyer. Yes. 

Senator Jackson. I was interviewed by a reported for Interna- 
tional News Service. 

Mr. Guyer. Yes, sir. The International News Service is made 
fully aware of the use of the material and how we use it in our publi- 

cations. If they do not clearly state to you what it is to be used for, 
I have no explanation. 

Senator Jackson. Do you not think it is a pretty terrible thing to 
call on public officials—I understand there are governors and Senators 
involved. We have a whole list of them here. There are 6 gover- 
nors in 1 publication 

Mr. Guyer. Six governors in one publication ? 

Senator Jackson. T hat is right. 

Mr. Guyer. We feature only one State each month, Senator. 

Senator Jackson. Let us stick to my own situation. I was inter- 
viewed by a reporter and that ends up—the picture, the letter, the 
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whole interview—in a commercial publication, to be used for private 
profit. It goes way beyond that. 

Mr. Guyer. Quite to the contrary, the editorial material in our pub- 
lications are not used for private profit any more than editorial mate- 
rial is used in any other magazine of general circulation. This mate- 
rial is used to sell people on the State of Washington so that more 
interest will be created and people buying businesses and property in 
the State of Washington. 

Senator Jackson. The UI Buyers Guide is merely a come-on, is it 
not, for your salesmen to go out and solicit what you call advertising, 
but in which the verbal claims are made that by putting an ad in here 
you will sell the property ? 

Mr. Guyer. No such claims to our knowledge, Senator, are made by 
salesmen of our company. When we discover such claims are made, 
these salesmen are fired. 

Senator Jackson. Let me ask you: Have you had any complaints 
along the lines that have been testified to here during the hearings? 

Mr. Guyer. In some instances as to some of the complaints 

Senator Jackson. You answer the question. Have there been: any 
complaints made against you ? 

Mr. Guyer. There have been a number of complaints set forth, 
Senator. Some of these complaints we have received. Some of them 
we never heard of. 

Senator Jackson. Have you heard of the Federal Trade Commis- 
sion ? 

Mr. Guyer. This is not a complaint, is it? Certainly we have heard 
of the Federal Trade Commission. 

Senator Jackson. I show you the first word on top—just read the 
first page at the top right after the naming of the witness. What is 
the heading of it at the bottom? What does it say? 

Mr. Guyer. “Complaint.’ 

Senator JAcKson. It is pretty clear, is it not ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. Why did you tell the committee there has been 
no complaint ? 

Mr. Guyer. I did not say there were no complaints. I just stated 
there were a number of complaints set forth yesterday, some of which 
we have never heard of and some of which we have received. 

Senator Jackson. How many complaints have you received ? 

Mr. Guyer. I have no idea, Senator. 

Senator Jackson. How many complaints have you received ? 

Mr. Guyer. I can only tell you on a personal basis that we receive 
very few complaints. Yes; we do receive complaints. 

Senator Jackson. About salesmen and about misrepresentation ? 

Mr. Guyer. Occasionally ; yes, sir. 

Senator Jackson. How many? 

Mr. Guyer. Are you speaking of numbers or percentages? 

Senator Jackson. I am speaking of numbers of complaints. I 
want to remind you that you are under oath here. 

Mr. Guyer. Sir, I don’t think I need to be reminded. I am fully 

ware of that and whatever I state I state under oath. As to the 
number of complaints, I don’t know offhand. On a percentage basis 
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at one time we had computed our complaints to be less than 1 percent, 
that we have received 

Senator Jackson. Of your total force? 

Mr. Guyer. Yes, sir. 

Senator Jackson. Of all your salesmen, only 1 percent ! 

Mr. Guyer. Our complaints will run between 1 and 2 percent, of 
complaints we have received before we bill for our service. This is 
a period of over 3 months. 

Senator Jackson. Before you bill for your services? 

Mr. Guyer. Yes, sir. 

Senator Jackson. All right. How about after they have paid the 
money ? 

Mr. Guyer. After they have paid the money we very rarely get a 
complaint. The complaint comes after we have rendered all our serv- 
ices and the person has not received what he feels is satisfactory 
results or they have not sold. Then they complain. Many of these 
complaints that have been testified to are complaints that have been 
solicited, been actively solicited by the real-estate commissioner and 
by the F ‘ederal Trade C ommission, and many of these complaints are 
not always complaints but are many times inquiries. We know, for 
example, in the case of real-estate commissioner where they are al- 
leged to have so many complaints in California 

Senator Jackson. Let me ask you this: Have you received any 
written complaints in your office ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. How many, in writing? 

Mr. Guyer. Over a period of what time, Senator? 

Senator Jackson. How long have you been in business ? 

Mr. Guyer. Going on 6 years. 

Senator JAcKsoN. During this 6-year period how many have you 
received ? 

Mr. Guyer. By complaint, Senator, you mean a complaint of any- 
thing to do with our service ? 

Senator Jackson. Complaint of misrepresentation, failure to live 
up to what was represented. 

Mr. Guyer. In other words, you are asking the question: How 
many complaints have we received where the customer has misunder- 
stood the services or the salesman has misrepresented the services? 
Is that the question ? 

Senator Jackson. That is right. Will you do this: Will you make 
available to the committee—I believe the committee has asked you for 
a chance to go over your records—will you make available to the 
committee your correspondence on this? You say there is very little 
complaint on this. 

Mr. Guyer. I said percentagewise there are very few complaints. 
The UI Buyers Digest advertises approximately a thousand con- 
tracts a month and over a period of a number of years this involves a 
large number of contracts. Even on a very small percentage, numer- 
ically there would be a number of complaints the same as any business 
would have. 

Benator « Jackson. The complaints you receive you feel are pretty 
routine ? 
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Mr. Guyer. In most cases, Senator. There are some cases where 
the salesmen have either been reprimanded or fired for undue conduct. 

Senator Jackson. How many have you fired ? 

Mr. Guyer. Probably 12 or 15 salesmen. 

Senator Jackson. Out of how many ? 

Mr. Guyer. Maybe 150 to 200 salesmen. 

Mr. O’Donnetu. You told me the other day you had 40 people in 
your employ. 

Mr. Guyer. No, sir. 

Mr. O’Donneti. You did not? 

Mr. Guyer. No, sir. 

Mr. O’Donnett. How many people do you have in your employ ? 
I am talking about salesmen now, not administrative personnel. 

Mr. Guyer. You are talking of salesmen alone? 

Mr. O’DonneE tt. Yes. 

Mr. Guyer. You are referring to the Union Interchange Corp. ? 

Mr. O’Donnetu. That is the only thing you know about, isn’t it? 

Mr. Guyer. Yes. I happen to know about the salesmen in some of 
the other companies. There are approximately 35 salesmen in our 
employ. 

Mr. O’Donnett. All of them you have had occasion to fire 

Mr. Guyer. I said out of 200 salesmen we have hired we have had 
to occasionally fire 10 or 12 salesmen. 

Mr. O’Donnett. How many salesmen have you had since you have 
been in business ? 

Mr. Guyer. I don’t know but I think 200. That is what I am talk- 
ing about. 

Mr. O’Donnett. How many salesmen do you have in any one 
period of time? 

Mr. Guyer. Approximately 30 to 35. 

Mr. O’Donne tt. Then the turnover is fairly large? 

Mr. Guyer. Quite to the contrary. Our turnover during the first 
30 days, during the training period where we eliminate salesmen, or 
where the salesmen do not make the grade, there is a turnover. Once 
a salesman has been with us for 60 or 90 days, we have a very, very 
small turnover. 

Mr. O’Donnetut. What is the volume of business on an annual 
basis that is handled by your firm ? 

Mr. Guyer. Are you speaking of the UI Buyers Digest ? 

Mr. O’DonneELt. Yes. 

Mr. Guyer. In excess of $2 million. And this will represent more 
than half of the entire industry in this field in the United States 
today. 

Mr. O’Donnetit. Now the UI Buyers Digest, as I understand it, is 
a publication which puts out, publishes ads that are given to it by 
various corporations throughout the country, is that right ? 

Mr. Guyer. Yes. This is one of the publications published by 
Universal Interchange. : 

Mr. O’Donnett. How many publications do they put out ? 

Mr. Guyer. Regular publications, they put out four, plus we do a 
number of what we call one-shot publications. 

Mr. O’Donnett. To what extent do you advertise the property of 
a people with whom contracts are made other than OT Buyers 

uide ? 
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Mr. Guyer. I don’t understand your question. 

Mr. O’DonneE.t. Where do the ads appear that you put, wherever 
you put them, that you make the contracts for ? 

Other than the UI Buyers Guide, is there any advertising that is 
done by your firm at all? 

Mr. Guyer. Are you referring to when an advertiser buys space in 
our ngaaane, do we do any other advertising other than the maga- 
zine? Isthat your question? 

Mr. O’DonnE.Lt. When you get a code lined up and you are going 
to —* the property, you advertise in the UI Buyers Guide, do 
you not 

Mr. Guyer. UI Buyers Digest. 

Mr. O’Donnet. Do you advertise that property anywhere else ? 

Mr. Guyver. In the UI Brokers Bulletin. 

Mr. O’DonneELL. Do you advertise anywhere else? 

Mr. Guyer. That specific ad, no. 

Mr. O’Donnetu. Now do you advertise the fact that you have a 
UI Buyers Digest, but you don’t put the ads that are in there? In 
other words, do you advertise that the UI Buyers Digest is in exist- 
ence? Do you advertise that over the radio? Do you advertise that 
in the papers, and so forth ? 

Mr. Guyer. Yes, sir. 

Mr. O’DonneLt. Why do you advertise that ? 

Mr. Guyer. Because this is a controlled circulation publication and 
this is our means of getting circulation to give service to the people 
who buy space. 

Mr. O’Donne tt. If I listen to an ad over the radio or read an ad 
in the newspaper that mentions the UI Buyers Digest and I write in to 
you il the Digest, am I put on any list of yours that is used by your 
firm ¢ 

Mr. Guyer. By list 

Mr. O’Donne.tt. I am talking of brokers. 

Mr. Guyer. You mean a published list? 

Mr. O’DonnELL. Yes, sir. 

Mr. Guyer. No, sir; you are not. 

Mr. O’Donnett. How much property is actually sold by your con- 
cern ? 

Mr. Guyer. I testified already that we sold over $2 million worth of 
space a year in the UI Buyers Digest. 

Mr. O’Donne.tt. How much of the property that you take under 
contract is actually sold ? 

Mr. Guyer. We have no way of knowing. I would like along that 
line—— 

Senator Jackson. Are you not interested at all in how effective you 
are? 

Mr. Guyer. Yes; we are interested, Senator Jackson, and in line 
with the interest we have I would like to read a letter that we wrote to 
a number of newspapers and magazines attempting to find out. 

“Dear sir:”—this a letter we wrote to other publications—— 

Senator Jackson. What date is the letter? 

Mr. Guyer. February 25, 1958. 

Senator Jackson. Had you written previous to that? 
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Mr. Guyer. Yes, sir. We have taken other measures to attempt to 
find out. It is impossible, Senator, to find out what results any more 
than the Washington Post can tell you what results their want ads sec- 
tion gets. If you would like to hear the letter, I will be glad to read 
it and read some of the answers which might be of interest to the com- 
mittee. , pon 

I had this letter written by my secretary as an individual. 

I am of some substantial property to offer for sale in the Baltimore area ; how- 
ever, before placing extensive advertising in your paper I would appreciate your 
furnishing me with the following information if you have it: 

1, Can you tell me what percentage of sales are made by those who advertise 
with your daily over a period of 30 days. 

2. If you do not have a percentage of actual sales of property advertised in 
your paper, can you tell me approximately what results I might anticipate in 
the way of inquiries? 

38. Will you please send me your advertising rates, the circulation of your 
daily and Sunday editions. 

I will appreciate a prompty reply. 

Outside of the particular area in which we inquired about, the 
letter was the same. 

Senator Jackson. I realize you may have made inquiry but do you 
deny that your salesmen represent to people who buy space in your 
digest that they will help them sell the property ? 

Mr. Guyer. We believe that our advertising will help them sell 
the property ; yes, sir. 

Senator Jackson. But you do not claim that your salesmen ever 
attempt to tell a prospective purchaser of space that they will see 
that the property is sold? 

Mr. Guyer. Not to our knowledge. 

Senator Jackson. All your salesmen make it clear that all they are 
doing is buying space in the digest, is that right ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. Do you agree with this statement by the assistant 
attorney general of California, the statement presented which has 
been filed with the committee as part of the record? It says: 

The Central Listing Plan salesmen against whom possibly the most serious 
complaints were received was Paul Guyer. Mr. Guyer is now one of the princi- 
pal operators in the Union Interchange, Inc., United Interchange, Inc., and 
Universal Interchange, Inc., hereafter referred to as Union. 

Mr. Guyer. I don’t completely agree with the statement. There 
is a great deal of background information involved in this. I don’t 
know whether Mr. Stanton was aware of all the circumstances at that 
time. Ihave no objections to going into them. 

Senator Jackson. Have there been complaints against you to your 
knowledge about misrepresentation ? 

Mr. Guyer. This was about 10 years ago, Senator, when this par- 
ticular situation you are talking about took place. I am aware that 
there were some people that complained about the service that I sold 
to them when I was a real estate broker; yes, sir. 

Senator Jackson. You are aware of that? 

Mr. Guyer. Yes, sir. 

Senator Jackson. Was it more than one? 

Mr. Guyer. I don’t know all the complaints that were there, Sen- 
ator. There were more than one; yes, sir. 

Senator Jackson. Many complaints? 
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Mr. Guyer. I don’t know what your interpretation of the word 
“many” is. My recollection is that there were 3 or 4 over the several 
thousand contracts I had sold. 

At the time I believe I had sold Central Listing Plan some 2,000 
contracts. 

Senator Jackson. You were then a real estate broker ? 

Mr. Guyer. I was in the real estate business; yes, sir. 

Senator Jackson. Were you a real estate broker ? 

Mr. Guyer. Yes, sir; I was a licensed real estate broker. 

Senator Jackson. Are you now? 

M. Guyer. No, sir. 

Senator Jackson. Did you just voluntarily give it up? Or what 
happened to your license ? 

Mr. Guyer. Can I consult with Mr. Litz? 

Senator Jackson. Certainly you may consult with your counsel if 
it is a legal question. 

Mr. Guyer. I believe it is, Senator. 

(The witness conferred with his counsel.) 

Mr. Guyer. Senator, at this time we had elected to go into the ad- 
vertising business, and at that time there were complaints against 
Central Listing Plan which was a licensed brokerage concern. We 
had a great number of outstanding contracts which were the life- 
blood of our business. On an agreement with the attorney general’s 
office, my license was turned in with the agreement along with Mr. 
Haggen that they would dismiss any action or charge against the com- 
pany. 

(At this point Senator Symington entered the hearing room. ) 

Senator Jackson. If I understand this correctly, there were some 
complaints against you as a real estate broker ; is that right ? 

Mr. Guyer. The complaints were against the company. I was a 
part owner of the company, Senator. 

Senator Jackson. There were no complaints against you as an indi- 
vidual ? 

Mr. Guyer. Yes, sir; there was. I testified I believe there were 3 
or 4 out of the couple thousand contracts that I had sold. 

Senator Jackson. Just answer the questions. It will not be hard 
if you answer them. I take it that the complaint was made against 
you and the company. Who made the complaint ? 

Mr. Guyer. People that had purchased the listing service that we 
were selling at that time. 

Senator Jackson. Were any complaints made officially by the ap- 
propriate authority within the State of California? 

Mr. Guyer. You mean by that, the real estate commission ? 

Senator Jackson. Yes. 

Mr. Guyer. Yes, sir. 

Senator Jackson. So the action then was brought on behalf of the 
real estate commission ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. As I understand your testimony now, you agreed 
to turn in your broker’s license in consideration of your leaving this 
business atid going into another business ? 

Mr. Guyer. No, sir. 

Senator Jackson. Why? 
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Mr. Guyer. They agreed, Senator, if Mr. Haggan and I would 
turn in our licenses that they would not press any action against the 
company. At that time every dime that we had invested, that we 
owned, was in receivable contracts that would have been the subject 
of possible collectibility had we proceeded to defend ourselves against 
these charges. 

Senator Jackson. So there was a compromise settlement that the 
action against the company would be dropped in consideration of 
your turning in your broker’s license. Is that correct? 

Mr. Guyer. Yes, sir. 

Senator Jackson. What action was taken against you? 

Mr. Guyer. My license was turned in. 

Senator Jackson. Your license was turned in? 

Mr. Guyer. Yes, sir. 

Senator Jackson. You did that voluntarily ? 

Mr. Guyer. This was part of the arrangement, Senator, that I just 
testified to. 

Senator Jackson. You were not fined ? 

Mr. Guyer. No, sir. 

Senator Jackson. So you would say that there had been complaints 
at this time. Now, let me ask you, what about since you have a in 
the present business? Have there been any complaints against you 
individually to your knowledge? 

Mr. Guyer. You mean by customers? 

Senator Jackson. Yes. 

Mr. Guyer. Not to my knowledge, no, sir. 

Senator Jackson. What about the real-estate boards or any State 
authority in California? Have they taken action against you? 

Mr. Guyer. Only counteraction. When we sued the real-estate 
commissioner and the State of California, contesting the constitution- 
ality of this advance-fee amendment, they did make a cross-complaint 
against the company. 

Senator Jackson. Now, at any other time have you had your li- 
cense taken away from you, either given it up voluntarily as a result 
of action by any authority of any State or any subdivision of any 
State? 

Mr. Guyer. What license is that? Any license? 

Senator Jackson. Yes. 

Mr. Guyer. No, sir. 

Senator Jackson. This is the only time this has ever happened ? 

Mr. Guyer. Yes, sir. 

Mr. O’Donnett. Mr. Guyer, is there any difference between the 
operation of your interest and the UI Buyers Guide and National 
Buyers Guide as it used to be? 

Mr. Guyer. You mean by mode of operation ? 

Mr. O’Donnett. Yes. 

Mr. Guyer. Yes; there is. This is the reason: I was part owner 
of National Buyers Guide and in a difference of opinion over how 
sales and so on should be conducted, this was one of the determining 
factors that caused me to leave National and sell my interest and go 
into Universa] Interchange. 

Mr. O’Donnett. Now, National Buyers Guide, which is here, is 
pretty much the same format as UI Buyers Digest. This particular 
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business was put out of business according to the testimony of Mr. 
Brookfield of the FTC on the basis of a cease and desist order and 
consent decree. You were a member of this organization, is that 
right? 

r. Guyer. Not at the time this happened. I left the organization 
a number of years before there was any FTC complaint filed against 
them. 

Mr. O’DonneELt. Was it your knowledge that subsequently this was 
put out of business by the FTC action ? 

Mr. Guyer. I knew they were put out of business. 

Mr. O’DonneEtt. Do you know they were put out of business as a 
result of FTC action ? 

Mr. Guyer. No, sir. 

Mr. O’Donnetu. You do not know even up to the present day? 

Mr. Guyer. No—I know that the FTC filed an action against Na- 
tional Business & Property Exchange but from information I have 
been told by former owners I do not know that they went out of 
business as a result of the FTC cease-and-desist order. 

Mr. O’Donnett. In your business, which I take it is highly com- 
petitive, do you not make it a point to find out what is happening to 
every particular operation in the field? 

Mr. Guyer. Yes, sir. 

Mr. O’Donne.t. Did you not take it upon yourself to find out what 
was going on concerning the National Buyers Guide in the FTC? 

Mr. Guyer. Yes, sir. 

Mr. O’DonneE.L. Your answer is you don’t know? 

Mr. Guyer. I didn’t say that. You asked me if I knew they went 
out of business as a result of the FTC order. I told you from the 
information I received from the former owner this is not the infor- 
mation I received. 

Mr. O’Donnetu. What isthe information you did receive ? 

Mr. Guyer. Mr. Haggan, who was the former owner, had heart 
trouble and his wife went to a sanitarium. This is the information I 
received as to why they ceased doing business. 

Mr. O’Donneti. You knew that the FTC had a case against Na- 
tional Buyers Guide; did you not ? 

Mr. Guyer. Yes, sir. 

Mr. O’DonneE.u. Your operation was pretty well patterned after 
National Buyers Guide, probably with some variations. Didn’t you 
think eventually there would be a case against you by the FTC ? 

Mr. Guyer. No; I did not. Although the format is quite similar, 
the operation itself differed. 

Mr. O’Donne tu. There is a case against you now by the FTC; is 
there not ? 

Mr. Guyer. Yes, sir. 

Mr. O’DonneEtt. What percentage of fees or commissions do you 
as ge salesmen ? 

r. Guyer. Twenty percent. Ten percent when they write the 
contract. 10 percent when we collect the money. 

Mr. O’Donnett. You, as I understand it, write your contracts en- 
tirely differently from the other operations of advance-fee operators. 
You do not take any money in advance, do you? 

Mr. Guyer. We don’t take advance fees, no, sir. 
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Mr. O’DonneEtt. How long do you stipulate you will advertise the 

prey for in your onmmalt 
r. Guyer. We charge for a 3-month service and we offer a 3-month 
extension under our guaranty. 

Mr. O’Donne tt. Will you explain that? A moment ago you said 
you did not know how much property was sold by your concern. How 
would you know if the property is not sold at the end of 3 months? 

Mr. Guyer. If they do not notify us that it is sold, they do not at 
us it is off the market, we automatically extend the guaranty period. 

Mr. O’Donnett. Then you leave it up to the individual with whom 
you make the contract to notify you and that is the only way you know 
it! 

Mr. Guyer. Yes, sir. 

Senator Curtis. At that point, what percent do notify you ? 

Mr. Guyer. We get letters periodically, Senator Curtis. It is hard 
to say what percentage this would be because it would be an insignifi- 
cant percentage of the results that we get. In other words, many of 
these we accidentally find out where some broker, who is a subscriber 
to our service, will tell us about it or he will send us in some places 
where he felt he could not adequately handle and ask us if we would 
be interested in advertising it for them. In the course of conversation 
he would say, “Incidentally, I sold such and such a place.” 

Senator Curtis. I thought the service extended on for 3 months 
more unless the advertiser notified you it had been sold. 

Mr. Guyer. Yes, sir. 

Senator Curtis. Then how many of them do you terminate at the 
end of 3 months? 

Mr. Guyer. Most of them don’t notify us and some of them even 
when they have a sale pending don’t notify us. 

For example, take a farm that has been sold in, say, Nebraska and 
a prospective buyer answering the ad would come from some other 
State. Sometimes going through the course of closing the deal, some 
time elapses, a month or 2 months. 

In view of the possibility of the sale not going through, they auto- 
matically let their advertising run, figuring they have nothing to lose. 

Senator Curtis. Do they pay more for the second 3 months than 
the first 3 months? 

Mr. Guyer. No, sir. In other words, we bill at the end of 3 months. 
If they don’t notify us that the property has been sold, taken off the 
market, the additional 3 months is free of charge. 

ii this point Senator Symington left the hearing room.) 

Senator Curtis. I want to know how many of them get rid of their 
property to the point of notifying you that the last 3 months’ service 
1s not needed. 

Mr. Guyer. I would say 5 percent. The first 3 months. 

Senator Curtis. Five percent of everybody that buys the service ? 

Guyer. Yes. They notify us the plase is sold, or taken off the 
market. 

Mr. O’Donnett. In the UI Buyers Digest, and I think you had 
another one, the UI Brokers Bulletin, how often are they printed? 

Mr. Guyer. The UI Brokers Bulletin is printed every few days, 
9 or 10 or 12 times a month. This is advance release of information 
sent out to the brokers who subscribe to our service in advance of 
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coming out in the monthly publication. The UI Buyers Digest is 
published in three editions each month. 

Senator Curtis. How big is the publication each month? How 
large is it ? 

Mr. Guyer. It varies. The exhibits you have here before you 
represent the current month, that is, the month of July 1958, the 
os editions, Eastern, Central, and Western States, and Canadian 
edition. 

Senator Curtis. How large is it? How large in the overall area? 

Mr. Guyer. The Western States and Canadian edition is 296 pages. 

Senator Curtis. I am not asking about the publication. I want to 
know the extent of your coverage, distribution. How many copies 
are made ? 

Mr. Guyer. I am sorry. I did not understand you. The circula- 
tion of the UI Buyers Digest will average 13,000 copies per month. 

Senator Curtis. That is broken down in each category so it is 5,000 
each, is that right ? 

Mr. Guyer. Approximately. 

Senator Curtis. Approximately 5,000 each per month ? 

Mr. Guyer. Yes, sir. 

Senator Curtis. You talk about brokers who are subscribers. Will 
you explain that a little bit ? 

Mr. Guyer. There are about 2,500 real estate brokers throughout 
the country that subscribe to the publication ? 

Senator Curtis. The publication is free, is it not ? 

Mr. Guyer. Yes, sir. 

Senator Curtis. In what manner do they actually subscribe to it? 

Mr. Guyer. In order to receive the publication they must fill out 
a regular subscription application that we have in which they will 
agree to use the publication and its contents to show to prospective 
buyers that may come through their office and they authorize their 
name be placed on a roster of brokers so that someone reading a digest 
who would prefer to go through a broker rather than direct dealing 
between buyer and seller can contact him for further information. 

Senator Curtis. Do you have a copy of the application here? 

Mr. Guyer. No, sir; I don’t. 

Senator Curtis. Will you get one and submit it ? 

Mr. Guyer. I certainly will. 

Senator Curtis. Once a broker writes in on this application do 
you continue carrying him as a broker who is interested in the work 
you are doing ? 

Mr. Guyer. They are usually carried until such time as they move 
or notify us that they do not want it. Periodically we do cull the 
list by sending out questionnaire forms to the brokers. 

Senator Curtis. How much personal contact do you make with any 
of these so-called 2,500 brokers ? 

Mr. Guyer. Sometimes the salesmen in the field will stop in and 
talk to the brokers. Other than that, usually there is no contact 
with the brokers. 

Senator Curtis. Then you do not know to what extent these brokers 
are using the digest or whatever other publications you put out? 

Mr. Guyer. Only from periodic letters that we get, such as the 
letters shown in exhibit N of this exhibit I have before me of a few 
samples. 
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Senator Curtis. Why do you send out this advance bulletin ? 

Mr. Guyer. Because the UI Buyers’ Digest takes approximately 
15 days to assemble—that is the time from the closing date of the 
publication to the time it is out in the mails. It comes out once a 
month. If an advertiser would just miss the publication deadline, 
that is, he would come in just the day after the publication closed, it 
would take him 45 days for him to wait for the next publication to 
come out. Most of the customers are fairly anxious to get some sort 
of action in their advertising. Consequently, we send out these ad- 
vance releases to the subscribing brokers so they may get immediate 
action. 

Senator Curtis. Isn’t it a fact that you send out this bulletin in 
advance in order to get names of people that you can put in the 
Buyers’ Guide when it comes out ? 

Mr. Guyer. Sir? 

Senator Curtis. Is it not a fact that these are sent out to various 
brokers in order for you to obtain new names that you can put in the 
Buyers’ Digest when that is published ? 

Mr. Guyer. I don’t understand you. 

Senator Curtis. Let us assume that the Buyers’ Guide has 2,000 
brokers that you have listed. 

Mr. Guyer. Yes, sir. 

Senator Curtis. Is not the mailing of this advance bulletin out to 
the brokers a gimmick whereby you are attempting to obtain new 
names of brokers so that you can use those in your Buyers’ Digest? 

Mr. Guyer. No; that is not so. 

Senator Curtis. How do you actually get them? How do—— 

Mr. Guyer. *How do we get the names of the brokers ? 

Senator Curtis. Yes. 

Mr. Guyer. We get them from two sources. We get them from 
(1) through a direct-mail campaign, directed to the brokers, in which 
we have a brochure that explains the services of the publication and 
tells them if they feel they would have need or use of such service 
that it is available to them free. They fill out the application, and 
occasionally a salesman will stop in and talk to a broker and sign him 
up for the service. 

Senator Curtis. Let us assume I am a broker; I am in the business. 
I receive from your agency a letter saying this is free. We are in this 
business and we are trying to sell the property, and so forth, and so 
on. I never heard about it. I will certainly send in for it if it does 
not cost me a cent. Isn't that the way you are getting your listing 
of brokers ? 

Mr. Guyer. Yes, sir; but the broker agrees when he sends in an 
application that he will use the services when he sends for it. Subse- 
quently in some instances surveys are made of these brokers to find out 
if they are using it and they must state they are using it and want to 
continue the service in order to receive it. 

Senator Curtis. To whom else do you mail the Buyers Guide or 
Digest, or Brokers Bulletin, and so forth ? 

Mr. Guyer. They are mailed out to mailing libraries throughou 
the country, major chambers of commerce subscribe to it, banks, finan- 
cial institutions. 

— Curtis. What do you mean by subscribe to it? I thought it 
was free. 
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Mr. Guyer. Yes, sir; it is free but they have to fill out a subscription 
application. Everyone that receives it on a permanent mailing list, 
we have a written signed application in which they have requested it. 

Senator Curtis. Do you find it difficult to sell it free ? 

Mr. Guyer. You would be surprised, Senator. We will send out 
a mailing to banks and there are plenty of banks that don’t take it 
for free. They are plenty of chambers and so on, that don’t feel the 
have a use for it. We have a survey to find out if it is being used. 
We made a survey of libraries and we found out that the magazines 
were getting an estimated readership of over 30 people every month 
~ each of our magazines in the library. It was free also to the 

ibrary. 

Senator Jackson. Let me ask you this one question: I take it that 
you say you are in the business of simply providing a guide, an ad- 
vertising medium, which you sell to people who want to sell property. 
Is that right ? 

Mr. Guyer. Yes, sir. 

Senator Jackson. You do not do anything else? 

Mr. Guyer. No, sir. 

Senator Jackson. Why do you fear this legislation ? 

Mr. Guyer. Why do we fear the legislation? We don’t fear the 
legislation. We feel that the legislation is discriminatory. 

Senator Jackson. Wait a minute. What is there in this bill? If 
that is all you are doing—certainly a very legitimate activity—what 
is in this bill is going to hurt you? As you know, the allegation is 
that you go beyond that through your salesmen. That is what the 
FTC complaint is all about. You say all your business is just putting 
out this guide, you sell it to the people who buy ads in it and you give 
it free to certain people who might make use of it. If that is the case, 
a is — in Senate bill 3889 that is going to hurt you? What do 

ou fear ? 
r Mr. Guyer. The special real-estate interests that are proponents of 
this bill, I am sure you are probably aware of the publicity that has 

one out to newspapers all over the country—they have taken, they 

ave proposed this legislation in these bills, as Senator Wagner from 
Connecticut testified, that in the committee in which they originally 
proposed it he was advised that it was unconstitutional but he pro- 
posed it anyway. Why? All during the hearings up there, there was 
tremendous adverse publicity and this publicity certainly does not 
help our business much. 

s the gentleman from Previews this morning objected to it, if a 
salesman, if a disgruntled advertiser complains it is not a question of 
whether you are right or wrong. In these hearings here it is not a 
eo of whether you are right or wrong. The damage is already 

one by these real-estate interests who take every opportunity to use 
adverse publicity against the advertising business. 

Senator Jackson. You understand, of course, that we have sworn 
testimony—you have heard the testimony here—we have sworn testi- 
mony that these misrepresentations are going on. 

Are you saying that these people are guilty of perjury? I havea 
lot of letters from my State—you can see them in my office—directed 
against your company. 
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Mr. Guyer. I am not saying that there are misrepresentations any 
more than the automobile industry or the television industry or any 
other industry can claim that there are no salesmen that misrepresent. 
I say that we have taken great steps to police our section of the in- 
dustry and our company, that is the UI Buyers Digest and the 
various sales-agent corporations, represent over 50 percent of the 
business that is done, advertising business and property for sale in 
the United States. This will include national previews with the 
others, the other advance fee companies that the testimony has been 
given against. 

Senator Jackson. If you are in legitimate business, what you claim 
is exclusively the advertising business, I do not see what you fear 
because there is nothing aimed at people in the advertising business 
or in the publication business. We have in this country a lot of other 
publications. To my knowledge there is not a single complaint from 
them about S. 3889. I assume they would be in favor of this. You 
= the only one in here now complaining on this. What is it that you 

ear? 

Mr. Guyer. The proponents of this bill have created this bill or 
have opposed this bill to cast a stigma on our section of the advertis- 
ing industry. You make this bill so that it applies to any salesman 
that misrepresents, whether selling television or cars 

Senator Jackson. Wait a minute. You know you cannot pass 
Federal legislation dealing with domestic acts. This bill pertains 
only to that which occurs in interstate commerce. 

Mr. Guyer. I am talking about television sets and other commodi- 
ties that are sold in interstate commerce where it does not single out 
our portion of the advertising industry as such. We would not take 
exception to it. 

Senator Curtis. Do you have a copy of the bill before you ? 

If not, I wish the clerk would give you a copy of the bill, S. 3889, and 
also to your counsel. If you will notice, this bill is not restricted to 
real estate. On page 2, line 4, it gives the word “property.” “Sale of 
property.” 

That is a pretty broad term. The bill sets forth it has to be in- 
volved in more than one State, a transaction across State lines and 
so on, but the crux of this proposed act is found on lines 10 to 15 on 

age 2. 
" Beginning in the middle of line 10. As TI see it it has to be inter- 
state commerce, there has to be contribution, and so forth. Here is 
the offenses defined, beginning in the middle of line 10: 
* * * makes or procures the making of any oral or written false representation 
to such owner with respect to the nature or extent of the services to be rendered 


by any such person under such contract, with knowledge that such representa- 
tion is false or misleading, or with intent to deceive or defraud such owner; 


Now, I want to ask you: Are you engaged in any services that would 
be covered by that language as read ? 

Mr. Guyer. Yes,sir. We are engaged in services—— 

Senator Curtis. No; are any of your people engaged in making or 
procuring oral or written false representations to the owners of prop- 
erty with respect to the nature and extent of the service that you 
render with the knowledge that such representation is false, mislead- 
ing, or is an attempt to deceive or defraud the owner ? 











140 MISREPRESENTATIONS IN THE ADVERTISING OF PROPERTIES 


Mr. Guyer. Not that we have any knowledge of, Senator Curtis. 

Senator Curtis. If there are individuals or concerns that are con- 
ducting themselves contrary to this language I have just read do you 
think that the public is entitled to protection ? 

Mr. Guyer. Yes, Senator Curtis, and we believe they have such pro- 
tection, the present State laws that exist in every State and through 
the Federal Trade Commission and the Federal agencies that are now 
1n existence. 

The problem is that these real-estate interests who have in the past 
gone out and solicited complaints will infer or at least represent to our 
customers that by complaining many times they can avoid the payment 
of their obligation which is outstanding. They iiicite complaints. 

Senator Curtis. This act says nothing about that it will be a defense 
against action to recover. That would be covered by existing law. 

Senator Jackson. Just one moment. Either your company or one of 
the others used as a defense when the State took action that you are 
engaged in interstate commerce and therefore the State authorities 
do not have authority to act. Is that not true? 

Mr. Guyer. We have alleged that as far as doing business in certain 
States that we are engaged in interstate commerce and do not need to 
qualify to do business as such in these States. But we have never 
disclaimed any 

Senator Jackson. If you are in interstate commerce, obviously the 
State authorities cannot act. That is what you used as a defense. 

Mr. Guyer. They can act on criminal matters, Senator, and they 
have done that with other companies on criminal matters. The point 
Tam trying to make to Senator Curtis 

Senator Jackson. Let us clarify this point. It has been the testi- 
mony here, that when the States have tried to act in a large number of 
cases the allegation is made that the companies are engaged in inter- 
state commerce, and the States cannot do anything about it. That 
occurred in California. 

Mr. Guyer. I was going to say even though the Business Mart of 
America had an injunction against the State similar to the injunction 
that we have, this did not prevent the State from enforcing criminal 
prosecution where they found a crime to exist and these people were 
convicted and put out of business. 

If I can go back to the other point, on this bill when these people 
incite these complaints this does not affect our civil right to recover 
but when we attempt to enforce a debt against a bad debtor and they 
come in disgruntled and claim misrepresentation and even though they 
may not be successful, the fact is that we have to, because of this bill, 
defend ourselves and take the bad publicity that goes along with it 
even though we are innocent. 

Now this committee has raised the question of the FTC complaint, 
The FTC has not been able to support their complaint at this point. 
Yet this is still used and brought up as an issue at this time. 

Senator Curtis. I understand the controversy. On one side you say 
it should be left to local law. On the other side you point out to 
those who disagree with you that the operation extends across State 
lines that they need Federal legislation. 

The point is that the crux of the matter is oral or written false 
representation to such owner with respect to the nature or extent of 
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the services to be rendered by any such person under such contract, 
with knowledge that such representation is false or misleading, or 
with intent to deceive or defraud. 

Senator Curtis. Now it is your contention that your business is not 
in that category; is that correct? 

Mr. Guyer. Yes, sir. 

Senator Curtis. Now is there anything in this bill that applies more 
particularly to you than someone engaged in the interstate sale of 
automobiles? They are property ? 

Mr. Guyer. Yes, sir, because this refers, as I understand it—— 

Senator Curtis. You point out where the reference is to any par- 
ticular kind of property. 

Mr. GuYER (reeling : 

Selling, advertising or rendering any other services incident to the sale of 
property to purchasers. 

How could this apply to automobiles? 

Senator Curtis. Isn’t an automobile property? Isn’t television 
property ? 

Mr. Guyer. They don’t list it for sale, Senator. 

Senator Curtis. They might. Pick up your paper. Automobiles, 
everything else, are listed. Isn’t the work of an author who writes 
a book, songs, a note, and someone presents to him—well, literature 
works in certain plays and we have contacts with potential purchasers 
and publishers 

Mr. Guyer. Senator, could I read a sentence or two from the letter? 

Senator Curtis. No; I am talking about this bill. 

Mr. Guyer. This pertains directly to your question. 

Senator Curtis. No. I ask you what is tliere in this bill that puts 
the burden on the advertiser of real estate that does not put on any 
other property ? 

Mr. Guyer. Because other properties normally not listed for sale. 
This refers to real estate and to business properties as I interpret the 
bill, Senator. 

Senator Curtis. I am not sure about that. I think cattle are listed, 
pedigrees are described. I think racehorses are listed and described. 
I think personal property, the inventory store business. I think many 
kinds of property are listed. Now there is nowhere in here that the 
word “real estate” or “real property” is used if I read the bill correctly. 

Iam inerror. It is listed once. But I come back to my original 
pacar If the crux of this is false representation, known to be 

alse and for the purpose of deceiving, as I understand it, you make 
two arguments against that, one is that you say a competitive type 
of activity is promoting it and the other one is that you do not want 
Federal legislation on it because it is State. 

Mr. Guyer. Aside from that, Senator, this bill will cause us prob- 
lems whether a salesman goes out and does an unauthorized act and 
should make a misrepresentation, which is a very possible thing, or if 
a disgruntled advertiser should make a complaint. We would be 
subjected to the adverse publicity and the necessity to defend ourselves, 

If I may 

Senator Curtis. That is known as a person making a false renre- 
sentation. 
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Mr. Guyer. The bill does not provide that the company’s name will 
not be mentioned, Senator. 

Senator Jackson. If they can prove that the company is condoning 
it and this chap is acting for and on behalf of the company, the cor- 
poration can be fined very clearly. That is the law, they are acting 
asanagent. Itissimply a matter of proof. 

Mr. Guyer. This is not our concern. Our concern is, for example, 
let us take the Federal Trade Commission which has filed a complaint 
and has proved nothing at this point, yet there has been adverse pub- 
licity. The necessity to prove the charge does not mean that you will 
suffer the stigma of adverse publicity. 

Senator Jackson. This complaint was just filed last fall. The 
Federal Trade Commission complaint is not over yet ? 

Mr. Guyer. No, sir; it is not over. 

Senator Jackson. I want to call to your attention that some of these 
companies have been put out of business. I have the feeling that 
what you are worried about is that you folks may be put out of busi- 
ness insofar as these other activities are concerned which it has been 
alleged you have been engaging in. Isn’t that your real concern? 

Mr. Guyer. Not the least bit, Senator. 

Senator Jackson. Why is it other people who offer advertisements 
in newspapers and magazines are not in here complaining? You are 
the only one. Why is that? 

Mr. Guyer. Very possibly some of the other publications know 
nothing about it. 

Senator Jackson. You don’t think that Time, Life, Wall Street 
Journal, all these other people, you don’t think they would be in 
here? 

Mr. Guyrr. This I don’t know. Further, I might point out there 
is considerable difference in the fact that most of these publications, 
the advertisement are taken by walk-in trade or mail. They are not 
solicited, where we go and specialize in this type of advertising and 
we send men out to solicit it. 

Senator Jackson. That is where you get into trouble. That is the 
whole crux of the argument, that you are making misrepresentations 
by your salesmen. Obviously there must be fire where there is smoke. 
We get letters from people who say that these misrepresentations 
occur. Other people don’t have that trouble. How do you account 
for it? 

Mr. Guyer. I would guess there are far more complaints against 
real estate brokers and many, many real estate brokers lose their 
licenses every month. Does this mean there are no complaints? Cer- 
tainly there are complaints. 

Senator Jackson. That is right; they can move against them. You 
did lose your license ? 

Mr. Guyer. Not for the same reason as the brokers we are talking 
about. 

Senator Jackson. What did you lose it for? 

Mr. Guyer. In order to protect the business we had at the time. 

Senator Jackson. What was the complaint against you? 

Mr. Guyer. The complaint against me at the time was disgruntled 
client : they misunderstood the service. 

Senator Jackson. You mean misrepresentation ? 
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Mr. Guyer. Yes, sir. 

Senator Jackson. That is the point. 

Mr. Guyer. This was a listing contract in which there was no 
advance fee nor any money collected. 

Senator Jackson. We are not concerned about advance fee as such. 
We are concerned about fraud and misrepresentation. Where you 
have a licensing provision in the State they can lift the broker’s 
license if they find that he has been guilty of misrepresentation ; can 
they not? 

Mr. Guyer. Senator, to clarify this we are not opposed to legisla- 
tion. We are just particularly opposed to some of the contents of this 
bill. 

Senator Jackson. How do you think we ought to deal with this 
problem where allegations are made and they come from all over the 
country? I don’t think these people in here have been attempting to 

erjure themselves. How do you suggest that we deal with this prob- 
em that the committee is confronted with, one which cannot be han- 
died by State law in itself entirely because the defense is made that 
the violation has occurred in interstate commerce ¢ 

I call attention to the fact that on page 11 of the complaint against 
your company, that is the Union Interchange, Inc., on page 11 of the 
complaint, the defense you make against State action is that you are 
engaged in interstate commerce. You just said to the committee here 
that the State should handle it. Yet when the State moves against 
you, then you go into court and ask for an injunction denying or 
attempting to take away from the State the right and authority to 
enforce the State law. 

Mr. Guyer. Which complaint are you referring to? 

Senator Jackson. This is the complaint filed the 1st day of Septem- 
ber 1955 in the Superior Court of the State of California in and for 
the county of Los Angeles. 

Mr. Guyer. Could I see it to refresh my memory ? 

Senator Jackson. Yes. 

Union Interchange, Inc., a California corporation, Universal Inter- 
change, Inc., a California corporation, against Watson, individually 
as commissioner of the Division of Real Estate of the Department of 
Investment of the State of California, and Edwin G. Brown, indi- 
vidual, attorney general of the State. 

Senator Curtis. While he is examining that for a moment I want 
to say for the record I was in error. Line 8, page 2, does use the 
expression “real property” and apparently that limits the bill to real 
property. In other places in the bill they use the word “property.” 
I was in error. 

(Witness confers with counsel.) 

Mr. Guyer. Senator, my lawyer is not here that drew this up but 
in this particular instance this is an advance-fee amendment where 
they tried to have us declared as real-estate brokers. 

Now we were a California corporation in California. This action 
is a California action against the State of California and we were a 
California corporation. This was not brought in the Federal court 
but in a State court. 

Senator Jackson. Obviously not. That is our point. When they 
tried to proceed against you on State law you raised the objection 
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you were engaged in interstate commerce and I think you are. I 
think that is a valid objection. 

Mr. Guyer. I agree, we are in interstate commerce, Senator. But 
in this action they did not try to regulate against us here because we 
were in interstate commerce. They tried to make real-estate brokers 
out of our advertising salesmen. 

Senator Jackson. You just said you were in interstate commerce ? 

Mr. Guyer. Yes. 

Senator Jackson. Then obviously we cannot cope with your prob- 
lem under State law. You ask your lawyer about that and he will 
explain it to you. 

Mr. Guyer. O. K. 

Mr. O’Donnetu. Mr. Guyer, do you operate on the basis of a gen- 
eral 1-percent fee under contract ? 

Mr. Guyer. Absolutely not. 

Mr. O’DonneELL. What do you operate on ? 

Mr. Guyer. If you refer to exhibit F, of these exhibits 

Mr. O’Donnett. Let me say this. This might ease the problem. 
Let us assume somebody wants to list this property with you for 
advertising and the price he wants is $25,000. How would you handle 
that ? 

Mr. Guyer. Referring to exhibit F, you will see various size space 
contracts. There is one contract for each different size space that 
is sold. We sell nine different size contracts. This man with a $25,- 
000 business can buy any size contract that he wants from a minimum 
space contract of $150 up to the maximum of $3,000, depending on 
whichever size space he wishes to purchase. 

Mr. O’DonneEtu. Do you have a brochure that you give to your 
salesmen ? 

Mr. Guyer. Yes, sir; they get a number of brochures. 

Mr. O’DonneELL. Sales kit actually, that is what it amounts to, as 
Bill Parker showed yesterday ? 

Mr. Guyer. We have no such kit as Bill Parker submitted to the 
committee here. 

Mr. O’Donnett. What do you give them? You give them a train- 
ing period ? 

Mr. Guyer. Yes, sir. 

Mr. O’Donnett. Do you give them certain information to take 
out ? 

Mr. Guyer. Yes, sir. All the information they get will be con- 
tained in this group of exhibits. First of all they will receive 
exhibits A, B, C, and D, which are publications in which we go 
through and explain to them. Exhibit F is a set of contracts which 
they will also get. Under exhibit G is our letter of acceptance which 
we explain to these people, to the salesmen, that is, that after they 
sell a contract and they leave a copy of the contract which con- 
tains about 9 sentences in the contract and which can be read and 
understood by a 12-year-old child, that a letter of acceptance will be 
sent out to the customer, as appears in exhibit G. 

This letter of acceptance reexplains our services completely to the 
advertiser and it contains a questionnaire card with 10 questions on 
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this card in which we try to ascertain the salesman’s conduct during 
the interview. 

I would like to read 3 or 4 questions from the card. These 
cards are provided for them to check “yes” or “no” to the question. 
“He answered all of my questions satisfactorily,” is question No. 4. 
Question No. 5 is “His explanations were clear.” Question No. 7, 
“He did not promise or guarantee anything not contained in the 
agreement.” nition No. 8, “He quoted charges.” 

These are samples of the questions that go out. This is our manner 
of policing our salesmen. 

If a card comes back checked negative, that is if the advertiser 
for any reason misunderstood any explanation, if you will refer to 
exhibit H, which is our report of operations of our company, on 
the bottom of page 3, the last sentence, it reads: 

If an advertiser within 7 days of acceptance requests the cancellation 
of his contract because of his misunderstanding of its terms the sales agent 
corporation will cancel the contract without charge. 

If an advertiser, after receiving a copy of our contract which is 
very simple, very clear, no small print, and gets a letter of accept- 
ance in which we ask him to send back a questionnaire card telling us 
if he is happy with the salesman and doing this by a series of ques- 
tions, if he does not understand it, within 7 days we cancel his 
contract free of charge. : 

Then our salesman, of course, is explained the rest of the material. 
He is given a good portion of the material in the exhibit. If you 
would like me to go through with it I will be glad to. 

Mr. O’Donnetu. Actually in effect he does have a brochure with 
him when he goes out on the basis of what you have been talking 
about? It is something that is furnished by the company ? 

Mr. Guyer. This brochure is given to the salesman. This only 
explains what the company is, who it is, how it works. This same 
report of operations is on file with every better business bureau 
throughout the country, and to most chambers of commerce—it is sent 
to them. 

Mr. O’Donnetu. Mr. Chairman, I would like to leave this open 
and insert in the record the various letters of complaint received 
against the company. 

Senator Jackson. Without objection. 

Mr. O’Donnett. No further questions. 

Senator Jackson. Thank you very much. 

Mr. Guyer. Can I submit this material ? 

Senator Jackson. You can leave it with the committee. 

Mr. Guyer. All right. I also would like to leave these copies of 
these letters that I stated I had written to the newspapers. 

Senator Jackson. Mr. Bernardi. 

Will you raise your right hand and be sworn? Do you solemnly 
swear that the evidence you shall give before this subcommittee shall 
be the truth, the whole truth, and nothing but the truth, so help you 
God? 

Mr. Bernarpt. I do. 

Senator Jackson. You may be seated. 


29872—58——11 
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TESTIMONY OF THEODORE M. BERNARDI, ACCOMPANIED BY 
COUNSEL, ARTHUR LITZ 


Senator Jackson. State your name and place of business. 

Mr. Bernarpvi. My name is Theodore M. Bernardi. My place of 
business is United Interchange. 

Senator Jackson. Your business? 

Mr. Bernarpi. United Interchange, Inc. 

Senator Jackson. Your position ? 

Mr. Bernarot. I am president of the company. 

Senator Jackson. New York City ? 

Mr. Bernarpt. Yes, sir. 

Senator Jackson. You have been here for the last 2 days and heard 
all this testimony ? 

Mr. Bernarpi. Yes, sir. 

Senator Jackson. You understand the nature of the hearing and 
the purpose of it ? 

Mr. Bernarpt. Yes, sir. 

Senator Jackson. You have counsel here? 

Mr. Bernarot. Yes, sir. 

Mr. O’Donnett. Do you have a statement you would like to read 
into the record ? 

Mr. Bernaropt. I do. 

Mr. O’DonnELL. Will you go ahead with the statement ? 

Mr. Bernarpi. Thank you. 

Senator Jackson. I am wondering if in the interest of time we 
cannot put this statement in the record and you could kind of sum- 
marize it. We will include the other forms, I mean the attachments 
as well. 

Mr. O’Donne tt. I think we have covered a good part of this al- 
ready. 

eit Jackson. We want to be very fair. 

Mr. Brrnarvt. Well, in the interest of saving time, I am happy 
to cooperate with the committee and submit this in the record and not 
the entire statement. I will summarize it to this extent. There is 
beginning on page 5 under the heading “Regarding the Matter of Com- 
plaints,” about two pages which I would like to read into the record. 

Senator Jackson. Al] right. 

Mr. Bernarpt. The proponents of this bill claim that there is need 
for such legislation because of fraudulent misrepresentations made 
in the business referred to as advance fee. 

We have no objection to the perpetrator of a fraud being punished. 
However, we feel that we are being accused unjustly of certainly 
fraudulent misrepresentations on the part of our salesmen, which 
accusations are based on alleged complaints received by the real-estate 
commissions and by the Federal Trade Commission. These complaints 
are actually created by active solicitation on the part of officials. 

We feel that these complaints are actually created by active solicita- 
tion on the part of officials in the main. 

Senator Jackson. Can you give us some specific information on 
that ? 

Mr. Bernanot. Yes. 

Senator Jackson. That isa pretty serious charge. 
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Mr. Bernarnt. I realize that. 

Senator Jackson. I mean after you finish your statement. 

Mr. Bernarvi. We are sorry to have to report that we have evidence 
that these complaints are in the main induced from people who owe 
us moneys under our advertising contracts and who claim they are 
told that by complaining they can avoid payment under the contract. 
Given enough money and given the police-power status enjoyed by 
these officials, it is a simple matter to solicit complaints against any 
company or any institution. Add to this the fact that individuals 
being solicited might be indebted to the company against whom the 
complaint is sought and that they are naturally disappointed if sales 
of their businesses do not result—and the situation is further com- 
pounded. 

The number of nonsolicited complaints we receive is extremely low, 
and most of these are received after we have sent an invoice to our 
customer, this, of course, being some 90 days after he signed the con- 
tract. Now with respect to this matter of complaints, Mr. Chair- 
man, we feel there is a much more valid measure of the number of 
complaints against any organization than people who go out and 
solicit those complaints. I am referring to the better business bureaus. 

In a letter dated July 1958 the National Better Business Bureau 
letter addressed to me indicated they have no present plans to change 
a report which they put out in January 1957. This report states that 
my compalies have been in business for 3 years before a single com- 
plaint of misrepresentation or fraud as such was received against 
any of our salesmen. 

ow the number of complaints that we have received through the 
bureau; that is, the number of people who have voluntarily com- 
plained against us through the Better Business Bureaus, are a small 
fraction of 1 percent of the number of advertising contracts that we 
have sold. 

Mr. O’DonnetL. Are you including the Chicago area ? 

Mr. Bernarpi. I am not familiar with the Chicago area. I am 
including the eastern area and specifically the report that I referred 
to was the National Better Business Bureau report which I am willing 
to introduce in the record and it also summarizes the complaints from 
certain other areas. 

In each instance I understand that the number of complaints, in- 
cluding those in the Chicago area, but I don’t have personal knowl- 
edge of those but I am told the number of complaints there is a small 
fraction of 1 percent of the number of advertising contracts sold. 

Furthermore, the number of complaints that are voluntarily lodged 
with real-estate commissions against us is fractionally nonexistent. 

Mr. O’DonneEtL. You are talking only now about United Inter- 
change in New York, are you not ? 

Mr. Bernarpi. Of personal knowledge; yes, sir. 

Mr. O’DonneELL. Go ahead. 

Mr. Bernarvt. Because of the activities of the real-estate interests 
we have been made very, very sensitive to this matter of complaints 
and we have taken extreme precautions to insure complete understand- 
ing by our customers. Our contract, and I don’t know whether the 
committee has had a chance to look over the contract but it is very 
simple, it is very easy to understand. 
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We make sure that a copy is left with the customer at the time the 
contract is signed. We follow up the contract with a letter of accept- 
ance which again reexamines the entire services. Included with that 
letter of acceptance is a little questionnaire card which is attached 
to my statement which Mr. Guyer spoke about and which I won’t go 
into because he has done this, but these things are steps which com- 
peat normally do not take. They are steps which we did not take 

efore we were, as I say, made sensitive to this matter of complaints 
by real-estate interests who have taken steps to make life difficult for 
us and to attempt to put us out of business. 

We also have a cancellation policy so that any improper selling on 
the part of salesmen is profitable neither to the salesman nor to us and 
our cancellation policies that we will cancel out charge any contract 
in which an advertiser claims misunderstanding or misrepresentation 
provided we receive that claim of misrepresentation from him within 
a reasonable period of time after he has signed the contract and after 
we have sent him the letter of acceptance and after we hi ave sent him 
the questionnaire card and that period of time officially is 7 days, 
although generally speaking if we get a complaint within 2 weeks, 
maybe 3 weeks, sometimes, depending on our publication deadline we 
will still cancel the contract without charge. 

Senator Jackson. Is 7 days a reasonable period of time when the 
allegation before the committee here involves representations by sales- 
men—I am not saying just about your company, I am talking about 
this general practice—that they are going to be able to sell it, dispose 
of it and the fee is collected for that purpose and that is the objective. 
Now no man expects to have his property sold in 7 days from the time 
he collects the money. 

Mr. Bernarpt. I am sorry if I was not clear in what I stated to the 
committee. I said if we get a complaint of misrepresentation of our 
services or of our contract on the part of our salesmen within this 
period which officially is 7 days and it is printed in this report of opera- 
tion which forms a part of the exhibit, then we cancel the contract 
without charge. 

I submit that this is a reasonable period of time for this type of 
claim because we do not get complaints—— 

Senator Jackson. It is not a reasonable period of time if the allega- 
tion is that your agent claims you are going to sell the property? 

Mr. Bernarpi. That is not the allegation we would get in the 7 
days. You are correct in assuming that it is not enough time for peo- 
ple to make this kind of claim. But this is not the general type of 
complaint that we receive. The general type of complaint that we do 
receive very frankly is that these people have not understood the terms 
of the contract. The number of these complaints as I have stated is 
extremely small. 

It represents considerably less, it is less than 2 percent of the num- 
ber of advertising contracts that we sell. 

Mr. O’DonneELL. What would that run so far as the number of com- 
plaints that you receive ? 

Mr. Bernarpt. My eastern companies sell about 200 contracts a 
month, it is a little more. Actually we compute all our statistics on 
sales volume, so I am not quite as familiar with the number of contracts 
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but it is somewhat over 200 contracts a month in the eastern companies; 
250, perhaps. 

Mr. O’DonneELL. Complaints would be how many ? 

Mr. Bernarvt. Two percent of that. 

Mr. O’Donnext. In other words, you get four ? 

Mr. Bernarpi. During this earlier period. 

Mr. O’DonnELL. How many did you get during the later period? 

Mr. Bernarpt. The later period I refer to is after we have per- 
formed the service entirely and sent our customer a bill. At that time 
we also receive certain complaints of various types. Some people are 
dissatisfied with the service. Some people say at this point that they 
did not understand the contract. 

Now the steps that we had taken at the inception of the contract 
oftentimes document our customers complete understanding of the 
contract. So this documentary evidence that we have in the file con- 
tradicts statements of a later date. 

I do not imply that people are dishonest but when you deal with the 
public these things come up. 

Mr. O’DonnELL. How many complaints do you get all told? 

Mr. Bernarpt. I do not know how many we get after the 3-month 
period but I would guess it is not much more than those that we get 
at the inception, at the outset. I am not familiar with that figure, 
however. It would be a guess. 

Mr. O’DonneEtt. What would you guess? 

Mr. Bernarpt. I would guess about the same. 

Mr. O’Donnett. About 4 percent? 

Mr. Bernaroi. Yes. 

Mr. O’Donnett. Have you finished ? 

Mr. Bernarpt. No, sir. Well, I have substantially finished the part 
of the statement I did want to read into the record. I understand 
that the entire thing is a part of the record. 

Senator Jackson. It will be included in the record and the record 
and the attached items including the contract will be marked as an 
exhibit in connection with your statement. That will be exhibit No. 30. 

(Exhibit No. 30 was received for reference and may be found in the 
files of the subcommittee.) 

Senator Curtis. I have one question about the green sheet which 
papers to be the contract. Is that the size and the size of type you 
use $ 

Mr. Bernarot. Yes, sir. 

Senator Curtis. That is all, Mr. Chairman. 

Senator Jackson. Thank you very much. That will be all. 

Mr. Bernarpi. Well, I have some further statements if I might. 

Mr. Parker, William Parker, testified as to certain things that he 
did and as to certain things that his company did. I wish to state 
that those activities on the part of his company are not activities that 
we engage in although by inference I am afraid they are carried on 
to us, also. Mr. Parker worked for a company called Business Mart 
of America which was engaged in the advance fee business in the 
sense that they collected an advance fee at the time the salesman called. 

In this kind of situation the salesman and the company if it so 
wishes can engage in many, many practices which are the subject of 
this bill. They can, if they want to, engage in misrepresentations 
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and frauds because the practicality of the situation is such that once 
the customer has paid his money to the company it is very difficult and 
too expensive for him to try to get recovery. 

In our case we do not collect any money from our customers at the 
time the salesman takes the order. It would be very foolish for us 
to plan a scheme, as it has been alleged, of going around and mis- 
representing and defrauding people because when it came time for us 
to collect after we had spent money on behalf of our customers, we 
would run into all kind of difficulties, considerably more difficulties 
than we could possibly imagine in trying to collect. 

Our fees are not large and we could not afford to go ahead and have 
to sue everybody as has been alleged in certain newspaper articles, 
et cetera, that we do. We are not in the advance fee basis. We have 
been incorrectly classified as being in that business. The only thing 
that is advance fee about our business is that we ourselves, United 
Interchange, advance fees on behalf of its customers. We advance 
money for them before we provide services before we collect any 
moneys from them. 

On the face of it it would be foolhardy, not economic for us to en- 
gage in the practices that have been alleged against us. 

7 et Jackson. What is it that worries you about this proposed 
ill? 

Mr. Bernarpt. In the first place, Senator, we feel that this bill 
is a stigma against our business operation. 

Senator Jackson. That argument can be made against any proposed 
legislation. Laws are passed not because 99 percent in a given area 
are violating the law but only because one or maybe half a percent 
are violating it. If you want to make that argument, you can make 
it against every bill. 

Mr. Bernarpi. Furthermore, I do want to say we do fee] that 
this bill would be a weapon in the hands of certain real estate interests 
and that it would be used for purposes of propaganda and harassment 
against us. The bill is specifically aimed at us and its proponents are 
principally these real estate interests and we feel that they would 
exploit the bill against us in an attempt to jack us out of business. 

‘Senator Jackson. Would you object to a Federal licensing pro- 
vision 

Mr. Bernarpt. We would not object to any kind of reasonable 
licensing which would not try to license us as real estate brokers. We 
are not real estate brokers and we would object to being licensed as 
real estate brokers. Any other kind of license that would be reason- 
able we would not object to. 

Senator Jackson. Would you object to Federal licensing ? 
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Mr. Bernarot. Per se, no, sir. 

Senator Jackson. Real estate people, of course, in most States have 
to obtain a license and there is no stigma attached to that. 

Mr. Bernarovi. No, sir; I did not imply there would be a stigma to 
licensing. 

Senator Jackson. There would be a criminal penalty in most States 
if you proceeded to act as a broker without a license. I don’t think 
you are being singled out because real estate people have already been 
singled out in most States. 

Mr. Bernaroi. Our only objection to licensing would be that if 
we were to be licensed as rea] estate brokers. 

Mr. O’Donnett. How many sales are made by your company? 

Mr. Bernarot. I don’t have that information. We really have not 
been able to determine that accurately, Mr. O’Donnell. 

Mr. O’DonneEtu. You don’t have any records that would indicate 
the number of sales that are actually made? 

Mr. Bernarpr. Not that would be accurate records; no, sir. 

Mr. O’DonneEtu. Can you estimate how many sales were made by 
your company ? 

Mr. Bernarot. No, sir; we could not because we are completely out 
of touch with our customers after we have paid the bill. 

Senator Jackson. Thank you very much. 

That will conclude the hearings subject to the call of the Chair. 

Mr. Bernarpt. Senator, you asked for certain material through my 
attorney. May I present it ? 

Senator Jackson. I did not ask it of you. 

Mr. Bernarpr. Yes, you did. You addressed a reference to m 
written statement, evidence that I had that people, that certain of- 
ficials were telling our customers they would not have to pay the bill 
if they complained. 

Senator Jackson. Do you have that ? 

Mr. Bernarpt. Yes, sir, I will supply it this afternoon. 

Senator Jackson. All right, it will be made a part of the record. 
Tf it is not too long we will include it in your statement. If it is fairly 
long we will include it as an exhibit. 

That will be marked “Exhibit No. 31.” 

Exhibit No. 31 was not received for reference. ) 
enator Jackson. That concludes the hearing. 

(Whereupon at 5:15 p. m., Thursday, July 17, 1958, the subcom- 
mittee adjourned, subject to the call of the Chair.) 
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ExursitT No. 6 


File 
eithintaibitisismnieniciciiani 
5450 . APPLICATION Cheek 
INTERSTATE EXCHANGE COMPANY 
30 Norn LaSaiiz Bipa. CHICAGO, ILLINOIS 





196 ed of eix months | 
Dated enall ao terminate when 
— a property le sold. | 


I I sepa hie 
OWNED BY 





BUSINESS 
a 


A 


ADDRESS 





TELEPHOND| 


It is agreed that INTERSTATE EXCHANGE COMPANY herein is to list the above business and.’or 
property for sale for the purpose of anes a buyer. INTERSTATE EXCHANGE COMPANY will 
provide services. In return for this promotiona] service enumerated in guarantee bond, the 
owner will pay a service fee of $_._............_. which will be applied against the total expense to be 
incurred in promoting the rm sy such expense to commence immediately upon acceptance. This fee wil! be 
forfeited if owner effects sale of business through his own efforts, or refuses to sell to a prospective 
buyer provided by INTERSTATE EXCHANGE COMPANY at price listed; otherwise it will be deducted 
from the brokerage commission due at the time of a sale. The agreement ‘takes effect immediately unless 
cancelled as herein stipulated and in consideration of non-exclusive privilege provided, it may not be re- 
scinded by seller. No additional payment shall be due until the business is sold. 


THIS IS NOT AN EXCLUSIVE AGREEMENT 


If owner sells this business solely through his own efforts and in no way as a result of the efforts of 
INTERSTATE EXCHANGE COMPANY he will not make further payment on this agreement. 


NET TO SELLER $ 


SELLING PRICE ASKED En 
GQaciading Brokerage fee) (Strike owt ove) Plus - inci. inventory 


BROKERAGE COMMISSION $ 





SERVICE FEE I E)—SOCSrTT/hiss meemocrandum constitutes the entire 
(To taeure ent by and between INTERSTATE EX- 
to prospective CHANGE COMPANY and seller, notwithstand- 
BALANCE DUE $= _iing any oral statement or written agreement 
(At time of sale other than originally printed hereon. 

as agreed above) This contract is subject to apd governed by the 


laws of the State of Illinois. 4 





OWNER OF BUSINESS (Seller) 
INTERSTATE EXCHANGE COMPANY -- aT as 
Accepted thie___day of INTERSTATE EXCHANGE COMPANY 


196 at CHICAGO, ILL. 2 
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Exursit No. 7 
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Exuipit No. 8 
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ExHIBIT No. 28 





KENSETH EB. BLACK, Parsene 








pheaennntinin minasineneinninnnctr tte an innainninn binmetnnnetnntntinet 


$9 MaspEN LANE. New Yorx. 





¥ 


oe ¥ ROMAHE Fie Preceac duly 15, 1958 


Mr. Gerard I. Wholey 
c/o Statler Hilton Hotel 
Washington, District of Columbia 


Dear Mr. Wholey: 


Pursuant to your inquiry we wish to advise that on April 2, 1956 our 
as los Angeles office issued on behalf of Charles Ford & Associates, inc. 
a standard form of Blanket Position Bond for $2,500, with $7,500 
excess coverage on two positions of office manager. The bond was 
written in the regular course of business following receipt of an appli- 
eation from a well-established, licensed insurance agent who is @ 
seneral agent of The Home Indemnity Company. The bond excluded 
the positions of President, Treasurer and Secretary of Charles Ford 
& Associates, ine, Effective April 2, 1957 the name of the insured 3 
anged io Business Mart of America, Inc., and effective March 
Ly 1908 the name was again changed to Lenders Service Corporation 
ani Business Mart of America, inc. 





The ase of the name of The Home Indemnity Company in any certif- 
itale Was at ne time either authorized or known by our Los Angeles 
office or by any other office of The Home Indemnity Company. Further- 
more, the agent advises that the use of the name of The Home Indemnity 
Company in such certificates was neither authorized nor known by him 
and that, in fact, he had no knowledge that certificates were being used. 


* 
ay 





